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The profit and loss statement and five supporting schedules 
submitted in this instalment are made up of fictitious items and 
figures. No attempt has been made to present a complete set 
of statements as applied to any particular class of mercantile 
business, the purpose being merely to provide material for dis- 
cussions bearing upon several interesting phases which are more 
or less common to all mercantile profit and loss statements. 


MODEL MERCANTILE COMPANY 
EXHIBIT B 
PROFIT AND Loss STATEMENT—YEAR ENDED DaceMBER 31, 1911 
Less : 
Rebates and AllOWARCES . 1,644.00 


uct: 
Cost of Goods Sold (see Exhibit B—Schedule 1).. 3,998,439.00 


Gross PROFIT ON SALBS (22.85% of Cost—18.60% of 
Deduct : 
Publicity Expenses (see Exhibit B—Schedule 2). 122,005.00 
of Gross Profit—3.05% of Cost— 
2.48% of Sales) 
Selling Expenses (see Exhibit TV ary 3). 461,644.00 
oe of Gross Profit—11.55% of Cost— 
5% of Sales) 
mete, ie ot (see Exhibit B—Schedule 4). 63,705.00 
(6.9 of Gross Profit—1.59% of Cost— 
of Sales) 
General hdmial strative Expenses (see Exhibit B— 


(7.18% of Gross Profit—1.659% of Cost— 
1.83% of Sales) 
Nst PRoFItT 200,558.00- 
(21. 2 of Gross — 01% of Cost— 
% of Sales 
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Add: 
Net INCOME FROM OUTSIDE INVESTMENTS, AND IN- 
TEREST AND Discount ITEMS: 


Income from Stocks ...... $32,200.00 
Income from Real Estate  Invest- 
Interest on Bond Sinking Fund ...... 6,913.00 
Interest on Mortgages Receivable B,320.00 
Interest on Notes Receivable ......... 1,008.00 
Discounts on Purchases ............ 37,416.00 91,157.00 
Less : 
Baterest On Bends. 36,000.00 
Interest on Notes Payable ......... 8,575.00 39,575.00 
51,582.00 
Deduct : 
Provision for Bad Accounts ........ -.--12,316.00 
Corporation tax computed on excess of 
$51,582 over $12,386, exclusive of In- 
come from Stocks ($32,200) ........ 70.00 12,386.00 39,196.00 
Net Prorir (see Exhibit A) ........c.e0e $239,754.00 


MODEL MERCANTILE COMPANY 


EXHIBIT B—SCHEDULE 1 


STATEMENT SHOWING Cost or Goops SoLp DuRING THE YEAR ENDED 
DECEMBER 31, 1911 


Cost or Goops on Hanp DecemBer 31, 1910........ $ 874,257.00 
Cost or Goops PURCHASED: 
Gross Purchases ........ ces 
Less: 
$16,245.00 
ree 387.00 16,632.00 $3,945,783.00 
Hauling Inward (see Exhibit B—Schedule "8). kahoke 6,831.00 3,990,076.00 
Depreciation of Office Equipment ................ 67.00 
WAREHOUSE EXPENSES: 
Salaries and Wages ........ Cddowapeaue $9,614.00 
Depreciation of Warehouse ............. 3,400.00 
Depreciation of Warehouse Equipment ... 1,121.00 
Maintenance of Warehouse ........ 645.00 
Maintenance of Warehouse Equipment 
Insurance on Warehouse and Sa. - 209.00 
Miscellaneous Items ....... 379.00 
Income from sales of cases and waste ........... 178.00 15,647.00 
INSURANCE ON STOCK ..... 1,300.00 
4,914,879.00 
Cost oF Goops ON HAND DECEMBER 31, 1911...............4.. «+++ 916,440.00 
Cost or Goops Sop (see Exhibit B) ............... $3,998,439.00 
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MODEL MERCANTILE COMPANY 
EXHIBIT B—SCHEDULE 2 


SUMMARIZED ANALYSIS OF PUBLICITY EXPENSES—-YEAR ENDED 
DECEMBER 31, 1911 


SALARIES OF ADVERTISING MANAGER AND ASSISTANTS... .$11,000.00 


ADVERTISING SPACE: 

Magazines and Trade Papers ........ 

Drawings and Cuts ........... dieeateie - 2,488.00 72,569.00 
BOOKLETS, CIRCULARS AND FORM LETTERS: 

Paper and Cover Stock ........... 

Outside Composition ........... 

GEE - 1,146.00 

416.00 

Other Expenses of Distribution ......... es 216.00 

MISCELLANEOUS EXPENSES OF ADVERTISING DEPARTMENT : 

Postage, Telephone and Telegranmis ........ 596.00 

Depreciation of Office Equipment 77.00 

Miscellaneous ........ 92.00 1,803.00 
TOTAL EXPENSES OF ADVERTISING DEPARTMENT ....... . 107,018.00 
EXPENSES OF WINDOW DRESSING AND DISPLAY: 

Salaries of Window Dresser and Assistants ........... 7,200.00 


TOTAL EXPENSES OF WINDOW DRESSING AND DISPLAY... ee 4% 14,987.00 
ToraL PusLiciry Expenses (See Exhibit B)............ $122,005.00 
MODEL MERCANTILE COMPANY 
EXHIBIT B—SCHEDULE 3 


SUMMARIZED ANALYSIS OF SELLING EXPENSES—YEAR ENDED 
DECEMBER 31, 1911 


Salaries and Wages of Superintendent, Credit Man, Department Heads, 
Floor Walkers, Clerks, Wrappers, Cashiers, Tube Room Help, Ele- 


Wrapping Paper, Twine, Sales Slips, etc. IPE 
Proportion of Depreciation on Building .......... 
Proportion of Insurance on Building .................. 1,241.00 
Proportion of Taxes on Building ............... octeensesewheunhons 962.00 
Proportion of Maintenance Charges on Building 437.00 
Insurance on Building ....... 120.00 
Maintenance of Store Equipment 986.00 
Miscellaneous Items bile we 1,116.00 
ToTaL SELLING EXPENSES (see Exhibit B) ............. + $461,644.00 
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MODEL MERCANTILE COMPANY 
EXHIBIT B—SCHEDULE 4 


SUMMARIZED ANALYSIS OF DELIVERY EXPBNSES—YEAR ENDED 
DECEMBER 31, 1911 


DBLIVERY DEPARTMENT SALARIES AND WAGES ........... $18,643.00 
DELIVERY DEPARTMENT SUPPLIES: 
Peper Memes, Beare, 718.00 
TOTAL DELIVERY DEPARTMENT SUPPLIES .............-.-% 3,613.00 
STABLE EXPENSES: 
Wages of Drivers, Helpers and Stablemen ..... $21,674.00 
Weed ‘for Horses, Bedding, 13,684.00 
Veterinary and Medical Supplies ............ 2,752.00 
Depreciation of Stable Supplies ............ 3,000.00 
Depreciation of Horses, Wagons and Harness... 2,600.00 
Maintenance of Wagons and Harness ......... 2,362.00 
Insurance on Stable Building and Equipment. . 365.00 
Taxes on Stable Building and Equipment ..... 226.00 


Miscellaneous Items 


Total Stable Expenses (average of $3.65 per working day 
uct: 


Proportion of above amount which applies to hauling 
inward (see Exhibit B—Schedule 1) ............ 6,831.00 


TOTAL STABLE EXPENSES APPLICABLE TO DELIVERY DeE- 


ToTaL DsgLIveRY EXPENSES (see Exhibit B). $63,705.00 
MODEL MERCANTILE COMPANY 


EXHIBIT B—SCHEDULE 5 


SUMMARIZED ANALYSIS OF GENERAL ADMINISTRATIVE EXPENSES—YEAR ENDED 
DECEMBER 31, 1911 


Proportion of Depreciation, Insurance, Taxes, etc., on Building........ 413.00 
Insurance and Taxes on Office Equipment 18.00 


State Corporation Tax 
Federal Corporation Tax (computed on net profit from operations)..... 2,006.00 


TOTAL GENERAL ADMINISTRATIVE EXPENSES (see Exhibit B) 
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Title: 

Mr. Wrye’s article “Profit and Loss—or What?” in the 
May number of the JourNAL shows very clearly that we are in 
need of a standard title for the statement which is most com- 
monly designated in mercantile and manufacturing accounting 
as Trading and Profit and Loss Statement, Income and Profit 
and Loss Statement, or Profit and Loss Statement. His sug- 
gestion, that Revenue and Expense is the most logical title, is 
well taken. 

It occurs to the writer that the titles Trading and Profit 
and Loss Statement, and Income and Profit and Loss State- 
ment, are no improvement over the title—Profit and Loss State- 
ment. The result of trading is either a profit or a loss. All in- 
come is profit, or else how can the net result of a profit and loss 
statement be designated as net profit, or net loss, as the case may 
be? Of course there is a technical difference between profit and 
income, but the difference is not sufficiently pronounced nor 
well enough understood by the lay mind to justify a modifica- 
tion of the title by the inclusion of the word “Income.” It tends 
to complicate rather than elucidate the real import of the state- 
ment, which, after all, is but a summarized analysis of the 
Profit and Loss Account. If for the sake of precision one feels 
that he must include the word “Income,” then why not by the 
same token include “Expense’—on the ground that all expenses 
are not losses? In such a case the title might be Income and 
Profit and Expenses Statement. The title Profit and Loss is 
probably known more widely than any other one, and it seems 
quite as descriptive as the term Balance Sheet. (This discussion 
has to do only with mercantile and manufacturing businesses, 
and consequently the writer is not considering the titles which 
are more appropriate for public service corporation and municipal 
corporation accounting). Perhaps the most accurate title would 
be “Statement showing the net result of doing business for’ 
(whatever the period may be), but this would look very crude. 
The writer understands that the Profit and Loss Statement is 
an exhibit of the figures employed in computing the profit and 
loss resulting from the conduct of a business during a given 
period of time. A title which distinguishes such a statement 
from all other statistical statements seems to fulfill its functions, 
and the briefer the title the better. 
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Index Title: 

The index title most commonly used to designate the Profit 
and Loss Statement is Exhibit B. Schedule supporting certain 
items shown on Exhibit B are designated as Exhibit B—Schedule 
1, Exhibit B—Schedule 2, etc. 


General Arrangement of a Mercantile Profit & Loss Statement. 

The old two-side Trading and Profit and Loss statement 
(which was an account and not a statement) is a relic of “by 
gone days.” To understand it one must needs be an accountant, 
and to jump from one side to the other, chase after balances 
brought down, and remember where you were before you were 
where you are, required a neck of “live’’ rubber, and the de- 
ciphering proclivities of a “Sherlock Holmes.” 

The Profit and Loss Statement is a narrative the purpose 
of which is to disclose in the clearest manner possible, the 
financial results from operations during a given period of time. 
The Balance Sheet shows us where we are, and the Profit and 
Loss Statement shows us how we got there. 


There is as much of a lack of uniformity in the arrangement 
of Profit and Loss Statements as in the arrangement of Balance 
Sheets, and possibly more. To arrange Profit and Loss State- 
ments consistently, logically, and clearly, requires a rather high 
degree of technical skill and ingenuity. The writer uses the 
same form and order of arrangement for all mercantile and 
manufacturing Profit and Loss Statements, and works out radical 
modifications and detailed analyses through supporting schedules. 

The following features may be applied very generally: 


Gross SALES 
This is ordinarily the first item to appear on the Profit and 
Loss Statement, and should consist of the aggregate amount 
of goods sold and delivered during a given period of time. 
Net SALEs 
From the gross sales should be deducted the aggregate of 


returns, rebates, and allowances. (For statistical purposes, re- 
turns should not be merged with rebates and allowances.) 
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Whether the aggregate amount of freight outward should also: 
be deducted from gross sales when computing the amount of net 
sales depends upon the following conditions : 


If freight is prepaid or allowed on goods sold, as an induce- 
ment to customers, and provided such freight charges are not 
contemplated when fixing the selling price, then such charges 
should be included amongst the selling expenses. Quotations 
on several car loads of cement may be requested from three 
different companies. One of these companies may offer to de- 
liver the required quantity at its regular price per bag, and to 
ship the cement f. o. b. destination as an extra inducement. If 
it is usual for this company to sell at the regular price and 
deliver f. 0. b. shipping point, then this special allowance of 
freight to point of destination is not a charge that is contemplated 
in the fixing of price, and hence the charge for freight 
outward is one that must be borne by the selling department, for 
it is solely through this allowance that the sale is effected. If, 
however, it is customary to prepay or allow freight to points 
of destination, and if the fixing of selling prices is influenced by 
the consideration of this additional element of cost, then freight 
outward is a proper deduction from gross sales. 


Some accountants deduct cash discounts on sales from gross 
sales when computing the net sales, on the ground that a bill of 
goods sold for, say, $1,000 upon which the buyer is permitted 
to deduct a cash discount of 2 per cent in ten days, is in reality 
a $980 sale if the customer takes advantage of the ten day offer. 
There are several factors which determine largely the policy of 
granting cash discounts. 


If the buyer take advantage of the ten 
day option the seller is thereby paying for 
the use of the money an interest equiva- 


Terms of sale lent of 
1/10 n/30 12.00% per annum 
2/10 n/30 30.00% “ “6 
1/10 n/60 1.20% “ 
2/10 n/60 8.40% “ 


From the foregoing comparative table it will be seen that 
a company which offers the first terms of sale (1/10 n/30) is 
paying at the rate of 12 per cent per annum for the use of 
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money for twenty days, whereas a company offering the last 
terms of sale stated above (2/10 n/60) is paying at the rate of 
8.40 per cent per annum for the use of money for fifty days. 
These computations are based upon the assumption that money 
is worth 6 per cent. Hence the difference between 6 per cent and 
the above rates must be considered as an insurance against 
bad accounts, an exorbitant rate of interest to pay for the use 
of money, or a penalty imposed by trade custom. No buyer 
will take advantage of the ten-day option in the case of the third 
terms of sale stated above (1/10 n/60) unless he has a surplus 
of idle money. On the other hand, every buyer will take ad- 
vantage of the second terms of credit stated above (2/10 n/30), 
but as a matter of fact such terms of credit as 2/10 n/30 or 
1/10 n/6o are not as common as 1/10 n/30 or 2/10 n/60. 

If a seller with a very limited average cash balance, and also 
a very limited line of bank credit, can buy on terms of 1/10 n/30 
he will find it profitable to offer to his customers such terms as 
2/10 n/6o. Or even if he can buy on no better terms than 
2/10 n/60 he will find it desirable to offer the same terms to his 
customers, for a man who always takes discounts is somehow 
rated a little more favorably amongst his creditors, generally 
speaking. A prominent business man recently stated that he was 
very glad to pay 9 per cent per annum on all sales, as he con- 
sidered the excess of 3 per cent as a cheap rate of insurance 
against bad accounts, and also as a cheap substitute for a col- 
lection department. Obviously, a company with sufficient avail- 
able funds will always take cash discounts on its purchases. 
Such an available fund results from the ownership of an ade- 
quate cash working fund or from the quick conversion of sales 
into cash—often brought about by offering a sufficiently large 
cash discount to customers to induce them to pay in, say, one- 
sixth the time they would otherwise take. Now in view of these 
complex conditions is it not true that cash discounts or sales 
must be offset by cash discounts or purchases, since the money 
received by allowing cash discounts is that with which to earn 
cash discounts on purchases? Whether cash discounts are offered 
to customers will depend almost entirely upon its selling policies. 
The sales department is willing to work under either the “no 
discount” or the “ten-day discount” policy, but it wants credit 
for all sales made at the selling prices as billed. The accountant 
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who advocates deducting cash discounts on sales from gross sales 
would hardly advocate that salesmen’s commissions and bonuses 
be figured on net sales thus computed. 


There are writers on the subject of cash discounts who seem to 
maintain that it is the universal custom in business to add to the 
selling price the anticipated cash discounts. Thus a concern offer- 
ing terms of sale of 2/10 n/6o will add to its selling price 2 per 
cent to cover the cash discount which it offers. Hence all cash dis- 
counts not taken by its customers are to be considered as a profit. 
This is a theory which holds true in practice in some cases, but 
by no means in a majority of the cases. It is too impractical to 
be taken as a safe basis. It is one of those theories that may or 
may not be correct,—but usually it is not. There are cases, many 
of them, possibly, where a company with ample available funds 
need not offer cash discounts to its customers as means of getting 
in money, or as insuring against bad accounts, yet the manage- 
ment feels that it is obliged to offer the cash discount merely 
to meet the custom of the trade. In such cases managers may take 
this unnecessary element of expense into consideration when 
fixing prices. In such cases, however, the writer contends that 
cash discounts on sales should be shown as a deduction from net 
profit from operations rather than as a deduction from sales, in 
order that the earning capacity of the business (net profit from 
operations) may be shown without regard to the effects of inter- 
est and discount items. If a concern such as the one just men- 
tioned has to allow cash discounts on sales, is it not true that its 
conversion of sales into cash will be much more rapid? And if this 
be so then it can do a larger volume of business with each dollar 
of invested capital, or else it can earn interest by depositing or 
investing its surplus funds, abstaining from borrowing as it would 
otherwise have to do. 


The writer believes that the traditional cash discount custom 
will be a thing of the past before many years. Readers who are 
interested in this phase of the subject should secure a copy of the 
excellent paper read by Mr. Howard W. Read, manager of the 
Baker-Vawter Company before the Boston Credit Men’s Associa- 
tion April 9, 1912. 


In a little pamphlet entitled “Cash Discount,” written by 
Thomas A. Fernley, and published a short time since in Phila- 
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delphia, there appear these two paragraphs, which are distinctly 
contradictory : 

“The manufacturer is not the loser by allowing this cash 
discount. It should be figured in the cost of the product in the 
same manner as other items of cost, such as insurance, freight 
(where same is allowed) and other items of overhead expenses. 
Thus in lining up with established trade terms the manufacturer 
stands to lose nothing when the premium is taken and he gains 
by securing prompt returns. In case of those who do not take 
advantage of the Cash Discount the manufacturer gains the 2 
per cent” (p. 8). 

“Tt is not the case of charging any one 2 per cent more for 
goods, but it is giving a small premium to those who will 
anticipate the due rate of invoices, and in this manner assist a 
more frequent turnover of capital” (p. 10). 

The writer does not know what Mr. Fernley is “pulling for” 
but such contradictory arguments make votes for the “no dis- 
count” idea, which is apparently gaining in popular favor. 

To sum up—available funds are acquired by allowing cash 
discounts to customers, by borrowing money from banks, and by 
owning surplus funds. Thus the acquisition of such available 
funds may incur one or both of the following classes of expenses: 
cash discounts on sales, interest on borrowed moneys; or, it may 
cause a diminution in the rate per cent of net income based upon 
the capital invested, by reason of carrying an excessive surplus 
fund which is not producing an adequate income. On the other 
hand, such available funds may result in producing the following 
classes of income: cash discounts on purchases, interest on de- 
posits, and income from outside investments which may be used 
as collateral to bank loans. These several classes of expenses and 
income, all matters which relate directly to the sufficiency or in- 
sufficiency of available funds or to the financial policies of a 
business, are so related, so interwoven, that it is most desirable to 
show them as a group by themselves after arriving at the net 
profit from operations, in order to exhibit the net result of 
manipulating the working capital, or, to put it in another way, the 
net result of a company’s financial policies, in so far as such 
manipulations of working capital, or financial policies, may be 
reflected through the medium of interest and discount items. 

Some readers may take exception to the writer’s cash dis- 
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counts, and cite abnormal cash discounts such as are offered in 
the leather trade, woolen trade, etc.; e. g., such terms as 
5/10 3/30, or 7/10 5/30 n/go, etc. The proper treatment of 
such terms is as follows: Deduct the 3 per cent in the first case, 
and the 5 per cent in the second case, from the invoice before 
entering it in the books, as it constitutes a trade discount. This 
will leave 2 per cent to be deducted when paying the bill, which 
is the normal cash discount. 


Cust of Goods Sold 

The cost of goods sold within a given period cannot be 
accurately computed unless the inventory at the beginning of the 
period represents the true cost of the goods on hand as of that 
date. An inventory which has been written down to market 
value knocks the computation of the cost of goods subsequently 
sold into a cocked hat, so to speak. The accountant who ad- 
vocates manipulating inventory values to meet market values when 
cost exceeds market value is either lacking in his knowledge of 
statistical account keeping, or indifferent to the vital importance 
of consistent and reliable statistical data. Shrinkage in inventory 
values may be properly handled through a reserve account and 
there is no excuse for upsetting important calculations merely in 
order to shave the one asset on which some accountants seem 
to spend most of their energy in an attempt to “cut it.” 

The writer believes that a Profit and Loss Statement is 
made much clearer by showing the cost of goods sold in one 
amount as a deduction from the net sales, than by showing 
all the figures which are employed in computing the cost of goods 
sold. When one reads a Profit and Loss Statement one wants to 
know the gross amount of business done, the returns, rebates and 
allowances, freight outward if concluded in the sales, the net 
sales, the cost of the goods sold, the operating expenses in con- 
densed form, and the net profit from operations, which indicates 
what the business is capable of doing without regard to its 
sufficiency or insufficiency of working capital. When the items 
of interest and discount, extraneous income and expenses, pro- 
vision for doubtful accounts, etc., are shown in order they work 
out to the net result for the period covered by the Profit and Loss 
Statement. If the one examining the statement has to stumble 
over the inventory at the beginning of the period, the gross pur- 
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chases, purchase returns, purchase rebates, and allowances, 
freight inward, hauling inward, and inventory at the 
close of the period, before being able to ascertain the cost of 
goods sold, he will become lost in a labyrinth of figures which 
distract from the important facts he is primarily interested in; 
viz;—How much business was done?—What did the turnover 
cost?—And what is the gross profit? It is perfectly proper to 
show all the figures used in arriving at the cost of goods sold, 
but not in the Profit and Loss Statement. Such supporting data 
should be shown on a separate schedule, or, in case there are not 
sufficient figures to warrant the use of a separate schedule, in the 
comments of the report. 

Most practitioners agree that both freight and hauling inward 
should be added to the cost of goods sold, but unless a proper 
rate is added to the invoice cost of goods on hand, both at the 
beginning and close of the period, to cover the proper portion 
of freight and hauling inward which is applicable to the goods 
on hand, then freight and hauling inward may as well be closed 
as operating expenses. 

The writer ventures to suggest the propriety of also including 
in the cost of goods sold, and this means to include a proper pro- 
portion in the cost of goods on hand, the warehouse expenses 
when such expenses are incurred as a direct result of receiv- 
ing, unpacking, and shelving, the goods purchased; and also the 
expenses of the purchasing department since such expenses are 
incurred as a direct result of acquiring goods. This idea is 
carried out in Profit and Loss Statement submitted in this num- 
ber, and shown in detail in Exhibit B.—Schedule. 

The next installment will deal with the computation of per- 
centages, the exclusion of cash discounts on purchases in comput- 
ing the cost of goods sold, and the classification of expenses as 
illustrated in the statements submitted herewith. 


The Contribution of the Accountant in Support of 
the Commission on Industrial Relations 


By Epwarp L. SUFFERN 


When President Taft appointed his “Tariff Commission” he 
took not only a step, but a great stride, in political progress 
(“political” in its primary sense as having to do with policy). 
Everyone, whether in favor of the policy or opposed to it, rec- 
ognized that for the first time in the history of tariff legislation 
in this country an effort was to be made to bring to bear upon 
the consideration of this subject the results of an earnest, con- 
scientious study by intelligent and disinterested men—men who 
were qualified through business and economic training to observe 
and estimate the various conditions under which any given in- 
dustry was conducted in this and several European countries. 

That the report of the tariff commission was inconclusive as 
to many important and properly determining facts was no proof 
of the insufficiency of the work, but rather was an evidence that 
the complexities of the factors entering into the costs of manu- 
facture were so great that a proper comparison of costs was 
practically too difficult to establish. Notwithstanding this, it 
is not hopeless to expect that sooner or later there may be such 
adjustments of the tariff as to produce the most equitable re- 
sults to the people at large and to the industries. If ever that 
time arrive it will be because legislation shall follow, not the 
behests of special interests, but the knowledge derived through 
independent and scientific research. 

The tariff, however, is only one of the many problems con- 
fronting the industries of the country. It is safe to say that 
never before has the industrial world faced so many uncertain- 
ties as now. Crises there have been all too frequently—financial 
crises when the entire financial fabric seemed in danger of col- 
lapse—strikes there have been when special industries have been 
paralyzed ; but never before has there been a time when so many 
problems have pressed for solution as now. 

These problems arise more particularly through the general 
economic conditions which prevail than through the inherent 
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conditions of any particular industry. Their manifestations are 
all about us and present more ominous features every day. 

It is hardly necessary to enumerate them, for anyone who has 
been in the least observant must have had them forced upon his 
attention. 

Never before, for instance, has the interest of the intelligent 
and thoughtful public been so generally directed towards the 
consideration of the relations between capital and labor, for the 
purpose of discovering, if possible, in what manner those rela- 
tions may be equitably improved. Never before have people 
been so interested in the collateral questions of the conditions 
affecting labor; the employment of women in occupations de- 
manding great physical effort; the child labor problem; the 
liability of employers or workingman’s compensation ; vocational 
diseases, etc. All these and other questions are now deeply 
engrossing, and it is realized that they are pressing for settle- 
ment. How shall they be settled? The moral sense of the 
people is concerned that they should be settled equitably, with 
justice to all interests involved, the employers, the employees 
and the public, for if not so settled they will be settled otherwise 
and in a manner in which real justice may receive very little 
consideration. 

Today the public, although an interested party, is practically 
sitting as a court before which are joined the issues involved in 
these tremendous questions. It is the “day in court” for the 
two immediately interested parties and the public is waiting 
for the evidence and the arguments to render its verdict. If 
there be too much delay there is danger that clamor may take 
the place of argument and evidence in directing a verdict from 
which there may be no appeal. 

We are tending towards control by government of some of 
our most important industries unless we anticipate control 
through substituting supervision. 

In this juncture the true, sane policy would seem to be to 
ascertain every possible fact that would bear upon the existing 
conditions affecting any industries, collate these facts according 
to their incidence, and have them become the basis of such ad- 
justments as the conditions may demand. 

Such service could be rendered only by persons qualified for 
such investigations, who should have powers conferred upon 
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them sufficiently large to enable them to ascertain all facts which 
they might consider to be pertinent. This would be exactly what 
has been urged by President Taft in his message to Congress rec- 
ommending the creation of a federal commission on industrial 
relations, a recommendation in support of which there has been 
organized a committee known as the “Committee on Industrial 
Relations to secure the appointment of a Federal Commission 
on Industrial Relations.” This committee is composed of a num- 
ber of prominent citizens who are deeply impressed with the 
necessity of governmental investigations, and anxious that 
through such investigation there may be formulated plans to 
remedy whatever may be deemed to need remedy in accordance 
with equity and right. 

In these efforts it would seem that accountants might unite 
with great propriety and advantage. The relations they occupy 
towards every form of industry; the opportunities they enjoy 
which enable them to observe and study the conditions existing 
in such a variety of establishments; the large area covered by 
their investigations, extending over all parts of the country— 
all these qualify them to lay before such a committee a fund of 
information which it is almost certain no other body of men 
could so quickly produce. 


Accountants, of course, could not impart any information 
which should be regarded as confidential, but there is a vast 
amount of general information which is not of this character. 
They know what peculiar labor conditions exist in nearly every 
locality ; they know to what extent traffic conditions affect one 
locality in comparison to another, and in what measure profits 
are affected thereby, and to what extent, if any, the increase 
or decrease of profits affects the wage scale. They can, when 
there seems to be purpose in doing so, acquire much knowledge 
of the special labor conditions existing in any establishment— 
whether the labor is paid by day rate, piece work or both; 
whether or not premium systems have been adopted; if so on 
what basis and with what results. 


That it is desirable to utilize such training and skill has long 
been recognized in England where at the present moment the 
new parliamentary commission to investigate Irish affairs has had 
Sir William Plender appointed as its head, he being recognized 
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as an eminent accountant whose knowledge and judgment are 
too valuable to be ignored by the government. 

The accountants in this country have already a fund of 
knowledge regarding industrial affairs, and this article is writ- 
ten in the hope that they will be entirely willing to cooperate 
with the commission which is to be appointed, and furnish it 
with such information as they may be entitled to offer without 
prejudice to their clients. It surely would be valuable to the 
commission to secure such information in the work which it is 
expected to accomplish. 

There is so much that accountants might do that it seems 
necessary to mention the main fact only to have it recognized. 
Is this not an opportunity for accountants to render a valuable 
service to the public as well as to their clients? Such informa- 
tion and any communications may be sent to the chairman of the 
committee, Mr. Edward T. Devine, 607 Kent Hall, 116th Street 
and Amsterdam Avenue, New York. 


Controlling Accounts in Cost Accounting 


By Lewis H. Bosuer, M.A., C. P. A. (VaA.) 
Parr I. CLASSIFICATIONS OF ACCOUNTS 


A manufacturing business is composed of two sections, (1) 
the manufacturing section and (2) the trading and financial sec- 
tion. Its expenses may with a fair degree of accuracy and com- 
prehensiveness be classified as 


(1) Manufacturing costs 


Selling expense, 
(2) {Administrative expense, 
‘Interest and financial expense. 


It will frequently be found, particularly in a small business, 
that the administrative expense applies in part to the manufac- 
turing. When this is true the proper proportion should be 
charged to manufacturing costs. 

Cost accounting is concerned only with the first section named 
above, and its purpose is: first, to bring together each month, or 
cost period, all charges and expenses of every kind affecting the 
cost of manufacture, whether material, labor or expense, and 
properly to classify them; second, properly to distribute these 
charges and expenses over the goods produced in that month, thus 
showing the cost of those goods. 

The best classification of the manufacturing costs will vary 
according to the requirements of the individual factory. The aim 
should be to show the most valuable information, and at the same 
time to classify the costs for most accurate and convenient distri- 
bution over the goods manufactured. 


If it is thought best to treat the factory as a whole, the classifi- 
cation of the manufacturing costs would be something like this: 


405 


a4 
| 
5 


The Journal of Accountancy 


SCHEDULE A. 


(I) Materials used 


Raw materials used 
Material A 
Material B 
Material C 

&c. 


Finished goods used 
Finished goods A 
Finished goods B 

&e. 


(II) Productive labor 


Operation 1 
Operation 2 | 
Operation 3 

&c. 


(III) Manufacturing expense 


Non-productive labor 
Superintendent 
Watchman 
Foreman 
Office force 
Miscellaneous labor 

&c. 


Supplies used 
Supply A 
Supply B 
&c. 


Power plant 
Labor 
Expense 
Fuel used 


General manufacturing expense 
Repairs 
Depreciation 
Taxes 
Insurance 
Purchasing department 
Stores department 
Pro rata of administrative expense 
&c., &c. 
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It will usually, however, be found advisable, at least in a large 
plant, to divide the factory into departments, and to classify the 
manufacturing costs accordingly. If, for example, the depart- 
ments were called X, Y and Z, we would have the accounts in 
(I) and (II) as given above for each department. The manu- 
facturing expense as shown in (III) would be distributed over 
each department according to one or more of the several methods 
of expense distribution. In addition to this pro rated expense 
there would also be manufacturing expense directly chargeable to 
the individual departments. Thus we should have the following 
account headings, which would include all the costs chargeable to 
the production: 


ScHEDULE B 


Dept. X Material used 
“ “Productive labor 
Direct departmental expense 
Pro rata of manufacturing expense 


Dept. Y Material used 
“ Productive labor 
Direct departmental expense 
Pro rata of manufacturing expense 


Dept. Z Material used 
“ Productive labor 
Direct departmental expense 
Pro rata of manufacturing expense 


Manufacturing expense 
(Closed out by being distributed over 
the departments). 


These accounts may also, of course, have the subdivisions 
shown in schedule A. The costs in each department as shown 
above are distributed every month over the goods worked in that 
particular department for the month. 

The following accounts comprise the asset and liability ac- 
counts directly concerned with the cost of manufacture: 
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ScHEDULE C 


* Raw materials controlling account 
* Supplies controlling account 
* Finished goods controlling account 


Goods in process 
Deferred charges 


Inventory adjustment 


Cost of sales 


Accounts payable 
Provision for taxes 

insurance 
depreciation 


&c. 


The accounts as suggested in schedules B and C cover the 


manufacturing section of the business. 


The trading and financial 


section would require some such classification of accounts as the 


following : 


Bank account 

Petty cash 

Bills receivable 

Accounts receivable 
Investments 

Machinery and fixtures 
Real estate and buildings 


Discount allowed 


Selling expense 
Administrative expense 


Interest 
Cost of sales 


&c. 


ScHEDULE D 


Bills payable 
Accounts payable 


Bonded debt 
Capital stock 
Surplus 


Provision for bad debts 
“depreciation 
Interest 


“ “ 


&e. 
Discount rec’d on purchases 


Sales 

Other income 

Profit and loss account 
&c. 


These accounts can be subdivided or varied to suit the busi- 


ness, and are merely given by way of suggestion. 


* The three controlling accounts shown here might be combined in one called 
“stores account’; or an additional controlling account could be introduced for 
semi-finished goods to group the stock accounts of parts and other manufactured 
goods that are to be used again in manufacture. When the parts or goods are 
made, if it is not known whether they are to be used again or to be sold from 
stock, this additional account would be of no advantage. 
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Part Il. Correction or Cost Data 


Cost accounting may be divided into two methods: 

(1) The production order method, where the goods to be 
manufactured ‘are put through the factory on production orders, 
the goods covered by each production order being capable of 
identification and distinction from those covered by the other pro- 
duction orders, so that the productive labor and material used on 
each production order can be determined and charged against that 
order. 

(2) The process method, where the goods are all of the same 
unit of measurement and where one lot cannot be kept distin- 
guished from the others during the course of production. The 
costs here are computed by processes. 

The following very brief discussion deals with the former 
method, but with slight alteration will also apply to the process 
method. The term “manufacturing costs” will be used to refer 
to all the expenses chargeable to the cost of production, viz. ma- 
terial used, productive labor and manufacturing expense, as shown 
in (1), (II) and (III) of schedule A. The term “manufacturing 
expense” wiil be used to designate the accounts as given in (III) 
of schedule A, the material used and productive labor being ex- 
cluded. 

The materials and supplies as purchased and received are en- 
tered on the voucher record, and at the end of the month are 
charged to the materials and supplies controlling accounts and 
credited to the accounts payable account in total. They are 
charged in detail to the materials and supplies stock accounts, 
which are subsidiary to the materials and supplies controlling ac- 
counts. Thus the materials and supplies are carried as an asset 
at cost price until used, when they are credited to the materials 
and supplies accounts and charged as a part of the manufacturing 
costs. 

As the materials are actually used they must be recorded with 
respect both to the department in which they are used and to thé 
production order upon which they are used. Some form of pro- 
duction register must be employed in order to show the amounts 
of material, labor and expense applied against the different pro- 
duction orders. 


The cost prices of the materials are found from the stock 
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accounts and the quantities used are extended. The total must be 
credited at the end of each month to the materials controlling 
account and charged to the materials used accounts. The details 
of the materials used are credited to the individual stock ac- 
counts controlled by the materials account, and should be charged 
on the production register to the production orders upon which 
the material is applied. These entries on the stock accounts and 
the production register may be made along during the month as 
the materials are used, or the material used may be summarized, 
and the entries made in total at the end of each month, according 
to the method of distribution employed. 

Similarly supplies used are credited to the supplies account 
and charged to the supplies used account under the manufactur- 
ing expense account (see schedule A). 

In like manner all productive labor must be recorded so that 
the amounts of direct labor applicable to the different operations 
in each department may be ascertained and charged to those ac- 
counts, and also charged on the production register to the pro- 
duction orders upon which the labor was employed. Likewise 
the non-productive labor must be recorded so that the amounts 
coming under the different sub-divisions of the manufacturing 
expense account (see schedule A) may be ascertained and charged 
to those accounts. 

All the labor, both productive and non-productive, must fur- 
thermore be assembled according to the workmen’s names or 
numbers to ascertain the amounts to be paid to each man for pay- 
roll purposes. As the payrolls are paid by the week and the 
distribution to the departments and to the production orders need 
only be entered on the general ledger by the month, it is usual to 
charge the payroll from the voucher record each month to a pay- 
roll account, collecting the weekly charges in the payroll column 
on the voucher record. At the end of the month a journal entry 
is made crediting the payroll account and charging the depart- 
ment labor accounts with the productive labor, and the manufac- 
turing expense accounts with the non-productive labor. The 
productive labor charged to the department labor accounts should 
agree with the amount placed against the production orders in the 
production register. 

We have now obtained all the productive labor and material 
used directly chargeable to the production, and also the non- 
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productive labor and supplies used chargeable to manufacturing 
expense. It now remains to determine the other manufacturing 
expenses. 


The provisional accounts as shown in schedule C are used 
to handle such expenses as taxes and insurance which are paid 
in lump sums in one or two months, but which apply to all the 
months. These provisional accounts are credited each month with 
the amounts chargeable to the production, and these amounts 
are charged to the proper manufacturing expense accounts by 
journal entry. As payment is actually made, the provisional ac- 
counts are charged from the voucher record. 


The other manufacturing expenses are collected on the voucher 
record and charged from that source at the end of the month. 
Care must be taken that all the expenses that apply to the month 
are entered before the voucher record is closed. It is usually 
necessary on that account to hold it open until about the tenth or 
fifteenth of the succeeding month. 


The manufacturing expense must next be apportioned over 
the departments on some suitable basis. Then the pro rated 
expense in each department plus the expense directly chargeable 
to that department for the month must be spread over the pro- 
duction orders handled in the same department for that month. 
The method of making this distribution will not be discussed in 
this article. There are several ways of doing it, and one or more 
of them may be adopted according to the needs of the individual 
factory. 

We now have all the manufacturing costs, viz. productive 
labor, material used and manufacturing expense, charged on the 
general books to the proper accounts as shown in schedule B, 
and we also have them entered on the production register against 
the various production orders. The charges to the accounts in 
schedule B should equal the charges on the production register, 
and this should be proven before going further. 


We now need a controlling account on the general ledger to 
which the production register will be subsidiary, and which will 
show in total the amount of manufacturing costs applied on the 
production. This account may be called “goods in process ac- 
count.” * 


* Also called “production account” and “manufacturing account.” 
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At the end of the month the total amount of productive labor, 
material used and manufacturing expense which has been entered 
against the production orders is charged to the goods in process 
account, bringing this account into balance with the production 
register. The corresponding credits are made to the various ac- 
counts as shown in schedule B. If for some reason all these 
expenses were not put on the production register, the amounts 
left off would not be charged to the goods in process account, but 
would remain as a balance in the manufacturing cost accounts and 
would be carried over against the following month. 

A summary must then be made from the production register 
of the orders completed during the month. The total of these 
is charged by journal entry to the finished goods controlling ac- 
count and credited to the goods in process account. The various 
kinds of goods finished are charged in detail on the finished 
goods stock accounts, the totals of which should balance against 
the finished goods controlling account. The credits to the pro- 
duction register may be made by removing the loose leaf records 
covering the production orders completed and transferring them 
to the finished orders binder. This brings the production register 
into balance with the goods in process account, which now shows 
the total of unfinished orders at the end of the month. 

Finally a summary cost of sales sheet must be made up. This 
may be a part of the regular sales record having two columns, one 
for cost and one for selling price, or it may be a separate sheet. 
From this summary the finished goods controlling account is 
credited with the total cost of sales for the month and the cost 
of sales account is charged. This cost is determined by finding 
the cost per unit from the finished goods stock accounts and ex- 
tending by the quantities sold. The different finished goods sold 
are credited to the stock accounts, bringing these into balance 
with the finished goods controlling account. 

The question of in-freight, discharging and unloading and 
shipping expense has purposely been omitted from the foregoing 
discussion to avoid complications. Some accountants handle the 
in-freight as a part of the general manufacturing expense, but 
the best authorities consider the in-freight as a part of the cost 
of the materials purchased and charge it to the material accounts. 
Where the discharging and unloading is a large item, this may 
be spread over the cost of the materials unloaded, but where it is 
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relatively un-important it may be treated as a part of the manu- 
facturing expense. The shipping expense is clearly not appli- 
cable to the goods manufactured in any month but to the goods 
shipped in that month. It can either be considered as a part of 
the selling expense, or may be charged direct to the cost of sales. 
If relatively insignificant it could be handled as a part of the 
manufacturing expense. 

With the determination of the cost of sales, cost accounting 
ends and the trading section of the business begins. The finding 
of the cost of sales may be complicated in many ways, e. g., by 
the completion and sale of part of an order in one month and the 
other part in the next month, or in the process method by the 
goods that remain in process at the end of the month. A dis- 
cussion of these various difficulties is left for more comprehensive 
works on cost accounting. 


Parr III. Conrroitinc Accounts 


The different methods of using the controlling accounts depend 
on two considerations : 

(1) The amount of detail carried on the general ledger. 
(2) The manner of closing the cost and controlling ac- 
counts each month. 

We have seen, where the factory is divided into departments, 
how the manufacturing expense, consisting of the various sub- 
divisions as given in schedule A, is closed out into the depart- 
ment expense accounts. If all these manufacturing sub-accounts 
were carried on the general ledger a credit would have to be 
made to each one when charging to the department expense ac- 
counts. It is best, therefore, to have a controlling account, “manu- 
facturing expense,” which controls a subsidiary manufacturing 
expense analysis book or ledger showing the sub-accounts. Thus 
in closing out the manufacturing expense only one credit will 
have to be made. 

After closing the manufacturing expense account we will 
have the accounts as shown in schedule B covering all manu- 
facturing costs. These twelve accounts may be carried on the 
general ledger with all their subdivisions, but this would involve 
the inclusion of much detail on the general ledger and necessitate 
a large number of credit entries in closing these accounts into the 
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goods in process account. To diminish the number of accounts 
on the general ledger the twelve accounts as shown in schedule B 
could be carried on the general ledger, the subdivisions of each 
account being carried in subsidiary analysis books. 

Or the detail may be further reduced by having one account 
on the general ledger for each department, thus: 

Manufacturing costs, dept. X 
* 
each of these controlling a subsidiary book showing the detail 
of the sub-accounts. 

The controlling accounts may be even more condensed by 
carrying only one account called “manufacturing costs” for all 
the departments. This should control a subsidiary book or ledger 
containing all the departmental accounts as given in schedule B 
with their proper subdivisions. Thus we would have only one 
credit to make in closing the manufacturing costs into the goods 
in process account. This method is perhaps best adapted to 
general use. 

Another method much employed, which still further contracts 
the general ledger accounts, is to make the charges of material 
used and productive labor direct to the goods in process account 
and not carry them through the material used and productive 
labor accounts as shown above, or through the manufacturing 
costs account as explained in the preceding paragraph. In this 
case the manufacturing expense account is closed out directly 
to the goods in process account. The material used, labor, manu- 
facturing and department expenses should be carried in as much 
detail as required in a subsidiary book or ledger, which would be 
controlled by the debit side of the goods in process account. The 
balance of the goods in process account would agree as before 
with the goods in process as shown by the production register. 

If the last method is employed, the only controlling accounts 
affecting the cost of manufacture will be manufacturing expense 
account (which is closed out each month into the goods in process 
account), goods in process account, and the finished goods ac- 
count. 

The above discussion has referred to the amount of detail 
of the cost accounts carried on the general ledger. Viewing the 
subject now from the manner of closing the accounts at the end 
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of the month, we shall see that in all the foregoing cases the cost 
expense accounts as shown on the general ledger have been 
actually closed, except in cases where for some reason all the 
costs were not applied on the goods during the month. Thus we 
have only asset and liability accounts at the conclusion of the 
month’s work. 

There is another plan in use by which the manufacturing 
costs accounts are all carried on the general ledger, but instead of 
being actually closed by the entry which charges the goods in 
process account with the total of the manufacturing costs, these 
accounts are left open. This is accomplished by crediting their 
total to a new account called production account or manufactur- 
ing account. The entry is 

“Goods in process to production account. 

“For total manufacturing costs applied to production orders during 
month of May.” 

This production account stands as a credit balance, and offsets 
the total of the debit balances of the manufacturing costs ac- 
counts. The manufacturing portion of the ledger, then, instead of 
being closed out shows a complete trial balance in itself, repre- 
senting a statement of the manufacturing costs for the total 
manufactured to date, and in drawing off this balance at the end 
of the month we make up a manufacturing statement covering 
operations to date. 

The credit balance of the production account shows the total 
manufacturing costs of all kinds charged to the goods from the 
beginning of the year, and the balance of the goods in process 
account shows as before the goods in process at the end of each 
month, as the finished goods are still closed out from the goods 
in process account into the finished goods account. 

In order to have some way by which the two plans of closing 
the controlling accounts may be referred to, and for lack of bet- 
ter names, we may distinguish them as the closed method and the 
open method, respectively. 

It will be seen that in the open method there are two trial 
balances, (1) one showing the assets and liabilities as in the 
closed method, (2) the other showing the manufacturing costs. 
The entries, however, are made from one trial balance section 
into the other. Thus the manufacturing costs accounts as shown 
in schedule B are in the manufacturing costs section, but the 
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corresponding credits, viz. to accounts payable, material account 
and pay roll account, are all in the asset and liability section. 
Similarly the credit of the total manufacturing costs to the pro- 
duction account in the manufacturing costs section is balanced 
by the debit to the goods in process account which is an asset 
account. 

If for some reason all the manufacturing costs for the month 
are not applied on the goods, the unapplied balance which is a 
deferred expense cannot be left as a balance in the cost accounts 
as in the closed method, for these accounts in the open method 
are not closed out at all. In order to balance the two trial bal- 
ances separately it is necessary to have two deferred charges 
accounts, one in each trial balance section. It is convenient to 
call these by different names, e¢. g., call the deferred charges in the 
asset and liability section “deferred charges” account, and the one 
in the manufacturing costs section “expenses not applied” account. 
The entry to provide for costs carried forward to next month 
would then be 


“Deferred charges 
To expenses not applied 
“For manufacturing costs carried forward not yet applied on goods 
produced.” 


When the charges that have been carried forward are finally 
absorbed into the production, or when an excess of manufacturing 
costs is for any reason charged to the production, the contra 
entry must be made: Expenses not applied, dr., to deferred 
charges. 

The following is the way the manufacturing costs trial balance 
would stand where the business is divided into departments: 


DEBITS 
Department X 
Material used ........... «$1,500.00 
600.00 
Direct departmental expense ....... 
Pro rata manufacturing expense ............ 900.00 $3,200.00 
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Department Y 


Direct departmental expense ................ 100.00 
Pro rata manufacturing expense ............ 700.00 2,600.00 


Department Z 


Direct departmental expense ............... 500.00 
Pro rata manufacturing expense ............. 400.00 2,100.00 
$7,900.00 

CREDITS 

$7,900.00 


If the factory is not divided into departments the debit side 
of the trial balance would be as shown in schedule A. 

At the end of the year the manufacturing section may be 
formally closed by making a journal entry the reverse of the trial 
balance, and posting it to the ledger. This formality could be 
dispensed with and the manufacturing accounts could simply be 
ruled off at the end of the year without closing. 

If the manufacturing is of such a nature that it requires only 
one or two days to complete the production orders, the reports can 
be arranged at the end of the month so that no goods will remain 
in process. In that case there is no necessity to carry a goods in 
process account, and the entry applying the manufacturing costs 
on the goods manufactured during the month would be made 
directly to the finished goods account, thus 

“Finished goods 
To production account” 
where the open method is used, and 
“Finished goods 
To manufacturing costs controlling account” 
where the closed method is used. 
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In large concerns it is frequently most convenient to keep the 
cost part of the ledger entirely separate from the general ledger. 
The following is a good way of doing this, but it is adapted only 
to large corporations as it requires the entry of most vouchers 
twice, once by the auditing department and once by the cost de- 
partment. 

All the accounts in schedules B and C, with the exception of 
the accounts payable, should be kept in the cost ledger, and the 
financial accounts as shown in schedule D should be kept in the 
general ledger. On the general ledger all the accounts kept on the 
cost ledger would be represented by one account cost ledger, and 
a column for this would be carried in the voucher record. All 
vouchers would be entered on this voucher record by the auditing 
department, all those affecting the accounts in schedules B and C 
being extended into the cost ledger column. 

On the cost department’s voucher record would be entered all 
vouchers affecting the material and finished goods stock accounts, 
factory labor, expenses, &c, but the credit instead of being to ac- 
counts payable would be to general ledger account. The cost 
department would work up the cost of sales for the month, and 
credit finished goods account and charge general ledger account 
with it. The auditing department would credit cost ledger account 
and charge cost of sales account with the same amount. 


Thus the cost ledger account on the general ledger would 
balance at the end of each month with the general ledger account 
on the cost ledger, and all the manufacturing details would be 
kept off the general books. 


Part IV. MONTHLY STATEMENTS 


The nature of the various monthly statements that may be 
needed depends largely on the views of the officers and manage- 
ment of each business. A good general manufacturing statement 
is provided by the manufacturing trial balance where the open 
method of closing is employed. A similar statement can be pre- 
pared from the books where the closed method is used, but not 
quite so readily. These statements may be compared for the 
month and period to date with the corresponding figures of the 
previous year. Other cost data can be made up from the pro- 
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duction register and from the records used in making entries to 
the production orders. 

Statements of the trading and financial part of the business 
will nearly always be required showing the net profit for the 
month and the balance sheet at the end of the month. Some 
accountants carry a monthly profit and loss account, into which 
the cost of sales, sales, selling expense and other income and 
expense accounts are actually closed on the ledger each month, 
the monthly profit being then carried to the general profit and loss 
account. 

This plan will hardly be supported by the best authority. It 
would be preferable not to close the books until the end of the 
year, but to determine the profit or loss from the monthly trial 
balance, which may be drawn up in the form of a profit and loss 
statement and balance sheet, and comparison made with the cor- 
responding month and period of the previous year. 
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A Sketch of Accountancy* 
By Max TercHMANN, C. P. A. 


The word “Accountancy” relates in the first place to the 
science of accounts. The science of accounts is a knowledge of 
the expression or manifestation of accounting, while bookkeep- 
ing is an art involving the practical application of the principles 
and methods of accounts to the record of business transactions. 
Thus the exponent of the science is the professional accountant, 
while the exponent of the art is the bookkeeper. 

The science of accounts means the ability to converge all 
transactions of a business or industry, or those of municipalities 
and governments, to a focus, embracing the whole, and permit- 
ting of their proper comprehension and classification—the fac- 
ulty of so systematizing accounting methods that the best results 
shall be obtained with the least labor and expense and the least 
possibility of error or fraud. 

Accountancy thinks out, and thus finds out, the condition of 
affairs of any business enterprise with logical and mathematical 
accuracy. Accountancy gives account not only of employers’ 
affairs but of its own accounts so that one in possession or in 
authority may know how matters stand, may render in turn the 
same intelligent account to any third party, and may keep a 
complete surveillance over all the accountable agents of the 
enterprise. 

Accountancy is the element that has kept our ever broaden- 
ing and increasing commercial and financial relations from hope- 
less confusion and has maintained in harmonious relations the 
numberless values of our economic life, and as accountancy, as a 
profession, is brought into a very close touch and relationship 
with other important departments of business activity, the dis- 
tinction between it and one and another of these is not 
always clear to popular apprehension. 

The terms “accountant” and “bookkeeper” are often used 
interchangeably as being one and the same, when as a matter 
of fact the functions of each are distinct and the lines of de- 


marcation very sharply drawn. 


* A paper read at the annual meeting of the Maryland Association of Certified 
Public Accountants of Baltimore City, February, 1912. 
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The accountant does not do the recording of the transactions 
of a business, industry, municipality or government. He is not 
the bookkeeper of the concern, but a bookkeeper in the sense 
that he thoroughly understands the ins and outs of that art. 


The work of the bookkeeper is synthetical. He com- 
piles the history of acts performed. The work of the accountant 
is analytical. He analyzes the record, proves its correctness, 
searches for causes and inquires into methods. The work of the 
two is not identical, and yet they may have kindred purposes. 

The accountant’s confidential relation is with his client, 
whether proprietor, manager, administrator, director or stock- 
holder, and it is only as the representative, the advisor or helper 
of his client that he has to do with others. He critically ex- 
amines the books, accounts, records and all other related mat- 
ters in order that he may give to his employer a scientific and 
true showing of the financial and other conditions of the enter- 
prise, point out defects or more serious matters in connection 
therewith and make such suggestions as will tend to improve or 
remedy things. So that in his advisory capacity, not as a legal 
practitioner, but as knowing what is allowable or not in certain 
cases, the professional accountant must have a full knowledge 
of commercial law to assist his client in steering clear of litiga- 
tions and of complications that may result in financial ruin. 

The development of the science of accounting, as we know 
it, has been gradual and slow. Mankind has always traded, 
necessitating records, and as accounting is so closely allied to 
mathematics there is every reason to believe it of the most an- 
cient origin. 

The development of social life and especially the formation 
of states or sovereignties levying any form of taxation necessi- 
tated, in addition to a knowledge of numbers, a power of holding 
count and reckoning. In this we find the origin of the science 
of accounting. It ante-dated the stating of accounts as we know 
them, since that could not take place until some monetary stand- 
ard had been adopted in which the items composing an account 
could be expressed in terms of equality. In the earliest of such 
states some kind of organization must have been necessary to 
collect and account for the public revenues. We can look back 
on civilized communities existing more than 5,000 years before 
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Christ. The Chaldean-Babylonian Empire is said to have been 
the first regularly organized government of the world. As far 
back as 4500 B. C., civilization in Babylonia had already reached 
a high point, presupposing unknown ages of previous development. 
Among the most notable evidences of the wonderful civilization 
of Babylonia is the monument discovered at Susa, on which is 
inscribed the code of laws promulgated by Hammurabi—a con- 
temporary of Abraham—who reigned in Babylon from 2285 to 
2242 B. C. This code contains a number of enactments dealing 
with commerce, finance and accounting. 

One of the earliest actual traces of accounting for receipts 
and disbursements has been found in the Assyrian tablets dis- 
covered by Sir Henry Rawlinson. The first record of a sale in 
exchange for money appears to be the sale of the field and cave 
of Machpelah to Abraham for four hundred pieces of silver 
and there is no doubt that all the great ancient trading nations 
from Babylon to Rome had more or less elaborate systems of 
accounting. 

Evidences of the Babylonian accounting are on view in the 
British Museum in London. They consist of tablets, each set 
being contained in a separate jar, probably so that they could be 
balanced separately and errors easily located. (Each may be 
regarded as a ledger.) 

Large numbers of business and accounting records have come 
down to us from the period beginning about 2600 B. C., dealing 
with sales, letting, hiring, money-lending, partnership and the 
like. The medium employed by the scribe in preparing these 
records was clay. He wrote with a stylus on a small slab, suffi- 
ciently moist to receive an impression easily, and sufficiently 
firm to prevent the impression from becoming blurred 
or effaced, and then he made the record permanent by baking 
or sun-drying the slab. 

Among these tablets are the records of two banking firms, 
the Sons of Egibi of Babylon and the Marashu Sons of Nippur. 
The Egibi carried on business from an unknown period to about 
the fourth century before Christ. The tablets recording their 
transactions and accounting vary in size, are usually covered with 
writing on both sides and sometimes on the edges as well. The 
more important transactions were copied on larger tablets with 
great care and elaboration of details and usually contained im- 
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pressions from cylindrical seals with nail and fingermarks, which 
were considered to be a man’s natural seal. 

A room at Nippur, excavated by the expedition of the Uni- 
versity of Pennsylvania, contained 730 tablets recording and ac- 
counting for the transactions of Marashu Sons, who flourished 
in the times of Artaxerxes I (464 to 424 B. C.) and Darius II 
(423 to 405 B. C.) in whose reigns the documents are dated. 

The provinces of this vast empire were administered by 
satraps, one of whose principal duties it was to receive the trib- 
ute in money or in kind, for which purpose each satrap was 
assisted by a superintendent of the revenue and numerous other 
officials. The business of the central administration was carried 
out by the scribes who seem to have combined the functions of 
counsel, attorney and accountant of the present day. A carefully 
prepared register served as a state record of the titles to estates 
and also as a basis for the imposition of taxes. The system 
of storehouses for the custody of taxes paid in kind seems 
to have been similar to that of Egypt. 

The offerings to the gods were treated by the priests, ac- 
cording to Maspero, as articles of commerce. 

“We have to look upon the temple arid the industrial estab- 
lishments of the rich citizens as factories. We have a number 
of certificates which show how the raw materials were delivered 
into the establishments and how the finished products were de- 
livered from them. These indicate how long the laborers worked 
and what wages they received. From the temple archives of 
the sun god have been derived a great mass of tablets, which, 
after the fashion of commercial accounting, record the temple 
revenues in money and other commodities, the expenses in sal- 
aries, wages, etc., and the investment and employment of the 
temple property in loans, real estate, rents, etc.” 

The valley of the Nile boasts of a civilization only less an- 
cient than that of Mesopotamia. According to Manetho the dy- 
nasties of the Egyptian kings go back to 5004 B. C. The pic- 
tures on the walls of Memphite tombs of the fourth and fifth 
dynasties show large square-sailed barks floating on the Nile, 
employed in a commerce which everything proves to have been 
most extensive. 

The scribe, as in Babylonia, was the mainspring of the ad- 
ministrative machinery. The scribes were present on all occa- 


423 


| 
| 
Bite. 
= 
ity, 
| 
| 
pee 
| 
| 
| 
| 


The Journal of Accountancy 


sions. They prepared their accounting on papyrus with a 
calamus. “They squatted on the ground, with deed box or the 
case for the papyrus rolls by them, a pen behind their ear and 
the strip of papyrus on which they were writing in their hand.” 
Nothing was given out of the Treasury without a written order. 
Peculation was prevented by the records of one official checking 
the other. 

Some interesting accounts belonging to the end of the sec- 
ond or early part of the first century before Christ were found a 
few years ago in a strange resting place—the mummies of 
crocodiles. 

Other ancient peoples among which methods of accounting 
were more or less developed, were the Persians, the Phoenicians 
and Carthagenians with their extensive commerce and their col- 
onies, and the Rhodians, with their navigation laws which were 
adopted by the Romans. 

In the case of the Israelites the Bible furnishes us with a 
number of references to matters of accounting. Joseph in 
Egypt was certainly an up-to-date scientific accountant as ex- 
emplified by his providing for an accumulation of a sufficiently 
large surplus with which to pay dividends during unprofitable 
or bad periods. After the Egyptian the next nation of whose 
methods of accounting we have any real information is the Gre- 
cian. The public economy of the Athenians shows a highly 
developed system of accounting. The public accounts were 
thoroughly scrutinized at the expiration of every term of office 
and “no person who had not rendered his account could go 
abroad, consecrate his property to a god, or even dedicate a 
sacred offering, nor could he make a will, or be adopted from 
one family to another.” 

While there was no lack of well-conceived and strict regula- 
tions, the spirit of the administration was bad. All officers of 
finance were sworn to administer without peculation the money 
entrusted to them, but Polybius says: “If in Greece the State 
entrusted to anyone only a talent, and if it had ten checking- 
clerks, and as many seals and twice as many witnesses, it could 
not ensure his honesty.” 

For purposes of publicity the accounts of public officials were 
engraved on stone and exposed in public. Some of these ac- 
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counts still exist and specimens of them are among the Elgin 
marbles in the British Museum. 

The Romans possessed the genius of administration as well 
as jurisprudence. Their system of financial administration and 
accounting, which began with the simple arrangements required 
under the kings and the Republic, developed into the elaborate 
and complicated organization of the enormous Empire, spreading 
like a network over the greater part of the known world. 

In the original constitution of Rome there was no regular 
direct taxation nor was there any direct regular state expendi- 
ture. The state gave no recompense for service in the army nor 
for the public service generally. If there was any recompense 
at all it was given to the person who performed the service by 
the district concerned, or by the person who could not or would 
not perform the service himself. The king managed the finances 
and the receipts consisted chiefly of port dues, income from do- 
main lands, cattle fines and confiscations and the gains of war. 
A special tax was sometimes imposed, but was repaid when cir- 
cumstances permitted. 

It is under the Republic that we first see the idea of a treas- 
ury of the Roman people, governed by the senate, administered 
by the consuls, and managed by the questors. These were the 
first elements of the financial organization created for a munici- 
pality. 

The system of recording the state accounting in Rome was 
based on the system practised in private life from very early 
times. The father of the Roman family entered in a sort of 
waste book (adversaria) all the receipts and payments of his 
household. He posted these monthly to a carefully kept register 
of receipts and disbursements (codex accepti et depensi), in 
which an entry, made with the consent of the debtor, was con- 
sidered as a good ground of civil obligation. Bankers—of whom 
there were many in Rome—and merchants used similar regis- 
ters down to the time of Justinian. Bankers appear also to have 
kept a third kind of register, called the book of accounts (ra- 
tiones, liber rationum), probably arranged in alphabetical order, 
in which an account was kept for each customer. The accounts 
were balanced at certain agreed-on times, the banker being re- 
quired to render an account and to produce an extract of the 
same before the pretor. When the balance was to the credit of 
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the customer, the banker had to pay the amount unless authorized 
to retain it for the new business. Usually the father of a rich 
family paid his debts by means of a sort of cheque on his 
banker. 

The scribes of the Roman treasury, under the order of the 
quzstors recorded the transactions in tabulae publicae, a species 
of journal. A monthly register was also kept, resembling the 
codex accepti et depensi, in which the receipts and payments were 
entered separately and regularly, with particulars of the dates, 
the names of persons paying or receiving, the nature of the 
transaction and the balance of each account at the end of the 
month. There was also a register of debts (calendaritum) and 
special registers for the current accounts between the treasury 
and the military cashiers, who exchanged letters of credit with 
the quzstors of the provinces. 

The questors on quitting office rendered an accounting to 
their successors of the state of the funds and of the condition 
of the registers, and they also submitted accounts of their ad- 
ministration to the senate, the meetings of which body they 
attended for the purpose of advising about the general financial 
business. These and other various regulations rendered fraud 
very difficult; their observance being under the supervision not 
only of the senate, but of the censors, consuls, and each member 
of the college of quzstors. 

From the sixth century of Rome financial abuses began. The 
organization of Rome, suitable for a municipality, was ill-adapted 
to the requirements of a great state. The governors, all-powerful 
outside the precincts of the city and exempt from all local super- 
vision, respected as little the rights of the treasury as the feeble 
guarantees of the provincial constitution. The generals, not 
content with enriching themselves at the expense of the enemy, 
adopted also in their turn independent and almost kingly state. 

With the Empire, in spite of the official maintenance of the 
national sovereignty, public government assumed a dual form, 
that of the senate and that of the emperor. The provinces and 
the magistratures were divided into senatorial and imperial, the 
treasury into the treasuries of the people, of the emperor and 
of the army. While republican forms were at first retained, all 
authority became concentrated more and more in the hands of 
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the emperor until the last trace of representative government 
disappeared. 

Under Hadrian, the man invested with the department of 
finances received the title of procurator a rationibus with the 
rank of perfectissimus. The finance minister in the third cen- 
tury received the name of rationalis, which title was extended 
later by custom to the fiscal procurators of the provinces. The 
central accounting office was called tabularium, where the work 
was carried on by the tabularii, the approximi and the assistants. - 
Every accounting official had to render an account of his ad- 
ministration to his superior, the chief minister accounting to the 
emperor. 


After the fall of the Western Empire (dating that event 
from the election of Odoacer as patrician in Italy), while elab- 
orate methods of accounting were continued in the Eastern 
Empire, Roman accounting traditions were continued for a time 
in Italy by Odoacer and Theodoric, the Ostrogoth, and in later 
years in the ecclesiastical organization. In the year 1001 we 
find a high official on the papal staff, called logotheta, whose 
duties were those of an accountant. 


Before leaving the dark ages we may pause for a moment 
to refer to the enlightened arrangements established by Charle- 
magne in the Frankish Empire, which are especially remarkable 
in view of the barbarism prevailing elsewhere. An ordinance 
of that emperor of the year 812 contains elaborate instructions 
for the management of the imperial estates. It prescribes that 
accounts of income and expenditure shall be kept and ren- 
dered. Every judex was required to report yearly, at Christmas, 
separately, distinctly and in order, what he had out of his ad- 
ministration, rents, duties, fines, farm produce, etc., and he says 
very politely: “In all the foregoing, let it not seem harsh to 
our judices that we require these accounts, for we wish that they, 
in like manner, count with their subordinates, without offense.” 

In Italy we find the first traces of professional accountants. 
As early as 831 a document is signed by Garefrit Rationatari, 
accountant, Milan. The ducal court and the commune of Milan 
each employed an accountant in 1164; and in 1387, also in Milan, 
an accountant and revisor of accounts was appointed. That the 
accountants of that time were held in high esteem is evidenced 
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by the fact that in the settlement of accounts those authenticated 
by accountants were accepted as decisive by all parties. 

In Venice and other Italian cities accountants flourished from 
very early times. The fees were well regulated and later it was 
the custom for the examiners of accounts to receive a percentage 
of the mistakes and frauds which they discovered. 

The first association of accountants of which we find any 
record, the Collegio dei Raxonati, was founded in Venice in 1581. 
By the year 1669 the influence of this association or college had 
become so powerful that nobody could practice the profession 
unless he was a member of the college, whose officials watched 
over the members and had power to exclude the incapable and 
the unworthy. Membership in the present accountants’ associa- 
tions of Italy is open to persons who have obtained the Diploma 
di Ragioniere of one of the sixty royal technical institutes. 


There are Biicher-Revisoren in all important cities in Ger- 
many (a majority of whom are sworn in by courts of justice), 
who are admitted and act as sworn experts for commercial mat- 
ters in civil and criminal actions at courts of law. They are 
appointed after due inquiry by the respective chambers of com- 
merce concerning their standing, training, experience and capa- 
bilities, and enjoy the special confidence of all German authorities 
by virtue of their position as sworn experts, in which capacity 
they are usually called upon to audit the accounts of public and 
private corporations and companies and to make up balance 
sheets and statements of affairs of public and private concerns, 


Professional accountants now practise in all climes and coun- 
tries. But, while the name and the business of the accountant 
are at least of respectable antiquity, it must be admitted that 
the profession, as now and here understood, is to a very large 
extent the creation of the last fifty or sixty years. 

It is unnecessary to refer to the enormous advance which has 
taken place in every department of human thought and energy. 
Everyone is familiar with the great strides in the domain of 
scientific invention and discovery. These have been accompanied 
by a steady and rapid growth of commerce, both in regard to 
volume and the complicity of business affairs. No business nor 
profession has remained untouched by these changes and the 
accountant can fairly claim that the development of his profes- 
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sion has not been incommensurate with the progress in other de- 
partments. 


The first organization of modern accountants was perfected 
in Scotland and a royal charter granted it in 1854. Since then 
the movement has spread over the world and the American cer- 
tified public accountant and his associations stand today at the 
head of the procession. 


Not so many years ago, business in this country was conducted 
upon a mere speculative basis. The country was young, in pos- 
session of apparently inexhaustible resources, with no competi- 
tion to speak of and large profits, so that the business man was 
satisfied when the year rolled around that he had been not only 
able to pay his expenses, but could live in comparative luxury 
and boast of an increased bank-balance at the end of the year. 
Accounting was loose and primitive, considered of no value, ex- 
cept as memoranda to refresh one’s mind. The bookkeeper was 
the worst paid, most abused and most overworked employee in 
the whole establishment. Under such conditions waste and 
leaks were the rule rather than the exception—without any pos- 
sible detection, unless by accident. 


Now, in the face of keen competition it is an absolute neces- 
sity to conduct business upon a strictly scientific basis and 
where formerly the professional accountant had been called in 
as an undertaker, he now enjoys the duties of a business nurse 
and doctor. As the architect prepares his plans for a structure 
so must the accountant lay out a system suitable for a particular 
business concern, in each case according to the special require- 
ments and needs. He must see that there is a proper foundation 
and on that foundation he must build; all details must be so ar- 
ranged that they give the best results, that they can be easily 
seen, compared, supervised and regulated, and that the system 
as a whole is not top-heavy. The same applies to cost ac- 
counting. 

Some years ago, when a delegation, selected by chambers of 
commerce for the purpose, called on Andrew Carnegie at Pitts- 
burg to see his wonderful arrangement and management of his 
shops, yielding enormous profits, he took them to an office in- 
stead and said: “Here is where I make my money.” It was the 
cost accounting department. 
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New methods are constantly found to illustrate or demon- 
strate the importance of saving small things. For instance, in 
the case of a railroad, for a two-cent postage stamp needlessly 
used the company must haul a ton of freight 3/2 miles. Other 
similar examples are lead pencil, 2 miles; one track spike, 2 
miles; one lamp chimney, 10/2 miles; one station broom, 35 
miles; one lantern, 100 miles; one track shovel, go miles; one 
hundred pounds of coal, 20 miles, one gallon of engine oil, 50 
miles. 

In the last few years it has been realized that municipalities 
have been clinging to accounting methods that have long been 
discarded by private enterprises. Disorganization, decentraliza- 
tion, overlapping and short-reaching archaic methods and inefh- 
ciency were generally found by investigators. The feeling has 
grown that cities and other municipalities or governments should 
adopt up-to-date systems and methods. The reorganization 
schemes, however, are difficult to effect, because the various 
administrations regard this work as antagonistic rather than 
sympathetic. 

As far as the accounting systems and methods of our na- 
tional government are concerned, it is astonishing that up to 
about four years ago the double entry system was practically 
unknown and that millions of dollars were annually wasted, 
because of inefficiency and other causes. President Taft de- 
serves great credit for taking the matter in hand. His economy 
and efficiency board has already accomplished much, but as 
many of the changes cannot be put into effect by executive order, 
it is up to Congress to enact suitable laws. 
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EDITORIAL 


Some Recent Tendencies in Corporate Finance 


No single phase of recent financial history is more interesting 
to the student of finance or of more practical importance to the 
business community than the rapidly growing practice of pro- 
viding corporate funds through preferred stock issues. 

During the past year there has been a large number of such 
flotations—many more than in any preceding year—and they 
have covered a very wide range of enterprises. Not only have 
preferred stocks been issued for standard industrials but we 
have seen the public eagerly absorb stocks of the popular five and 
ten-cent stores, tailoring establishments and other classes of trade 
that a few years ago would have been considered entirely outside 
the sphere of the banker engaged in corporate finance. 

Industrial bonds have also gained a considerable popularity 
and a number of issues have recently been brought out upon terms 
attractive to the borrower. 

There can be no doubt that an opportunity exists for the 
utilization of banking facilities in many lines of business hereto- 
fore barred therefrom, because of insufficient size, lack of public 
information, or for other reasons. That securities such as have 
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been referred to are not without a certain peril none will assert, 
but on the other hand they do have the attractive feature of a 
relatively high return often coupled with a prospect of a further 
profit through market enhancement. If bankers will be careful 
to confine their offerings to securities of businesses that are firmly 
established in standard lines and operated under competent man- 
agement it ought to be possible to provide adequate safeguards 
to afford reasonable protection to the intelligent investor. 

Bankers usually stipulate various conditions to be observed by 
the company, among which are found some important ones of 
great interest to accountants. In the first place almost without ex- 
ception the company seeking the bankers’ aid is required to submit 
to an examination as to its financial position and profits for a 
term of years, usually three to five, prior to the date of the pro- 
posed financing and the certificate of the accountants is published 
or at least directly referred to in the prospectus. Heretofore 
accountants’ certificates have seldom been used in a public man- 
ner in connection with bond issues although many serious losses 
might have been averted had such certificates been required. In 
the case of an ordinary manufacturing or trading concern an ac- 
countant’s certificate to the balance sheet and statement of profits 
is an obvious necessity and is so recognized by bankers. 

After,an issue of bonds or preferred stock has been success- 
fully disposed of, the bankers, while of course not legally re- 
sponsible, are keenly interested in maintaining the market stand- 
ing of the securities, and to this end many trust deeds contain 
provisions requiring the borrowing company to furnish specified 
financial statements in the way of balance sheets and profit and 
loss accounts at fixed periods to the bankers and security owners. 
Coupled with this requirement is usually another providing for 
an annual, or more frequent, audit of the accounts by certified 
public accountants satisfactory to the bankers. By means of the 
by-laws practically equivalent obligations are imposed upon the 
corporation adopting the preferred stock method of financing and 
to render such by-laws of permanent force their amendment is 
sometimes made contingent upon the approval of two-thirds of 
the preferred stockholders. 

In addition to an auditor’s certificate upon the balance sheet 
and profit and loss account, the company is usually required to 
maintain a stated amount of current assets over its current lia- 
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bilities and an auditor’s certificate to this statement is required, 
and in some instances the auditor is given discretionary power to 
determine what items may be classed as quick assets and his de- 
cision is to be conclusive upon the company. 

Various other provisions are established, among the more 
frequent and important being that the auditor shall certify 
whether or not all requirements of the certificate of incorpora- 
tion and by-laws and of any bonds or other evidences of indebted- 
ness and of any instruments under which they have been issued 
have been complied with, and that the company shall at all times 
maintain a complete accounting system approved by certified pub- 
lic accountants satisfactory to the bankers and in substantial 
conformity with the best current practice, including in the case of 
manufacturing corporations adequate cost records forming part 
of the general accounting system. 

Such, in brief, are some of the salient features from the ac- 
countant’s viewpoint of the most recent development of banking 
practice, a development fraught with deep significance to the 
business man and investor and which seems destined to have 
a profound influence upon the profession of accountancy in this 
country. 


Esprit de Corps 


It is generally conceded that one of the strongest possible 
factors in the making of a profession is that pride of member- 
ship and desire to render mutual assistance which the French 
have called esprit de corps. The English language has no direct 
equivalent and accordingly the Gallic term has been Anglicized to 
serve a necessary purpose. 

But while everyone will admit that this spirit or pride in one’s 
calling is of vast importance to the progress and strength of the 
profession it is not universally true that esprit de corps prevails. 
Some of the older professions, such as the law, medicine, the 
church, are now generally assisted by this much needed force, 
but it is not found to any great extent in some of the younger 
professions. 

In accountancy—a profession in its modern application so 
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young as scarcely to have attained its majority—there is a most 
regrettable lack of this pride of calling. It is perhaps a lack con- 
cerning which no great astonishment can be felt for it takes 
time and united effort to bring about the kind of cohesion which 
is the visible fruit of esprit de corps. But it is nevertheless much 
to be deplored that the needed spirit grows and spreads so slowly. 

The reasons are not far to seek and are all more or less at- 
tributable to the youthfulness of the profession. Public ac- 
countancy in America sprang into being in many widely separate 
parts of the country within a few years, and during this brief 
formative period nearly all the practitioners worked hard and 
late to build up their individual practices and had no time left 
for the broader view, the wider scope of accountancy the pro- 
fession, rather than accountancy the business. 

The public had to be educated to the value of those services 
which accountants alone can render and the public as usual 
learned slowly. In the meantime the practising accountant had 
to struggle with an unresponsive business community and meet 
the competition which his fellows were making for such work as 
offered. For a long time it was a keen and often a bitter rivalry 
which characterized the search for practice. And in such un- 
healthful circumstances one could hardly expect to see a sturdy 
growth. 

A few of the leading firms, bringing with them a reputation 
from Great Britain—where the profession is older and was 
better known—enjoyed the bulk of the work; and the smaller 
and little-known concern was severely handicapped by this over- 
shadowing reputation. 

But all these things have changed or are changing. Today 
the American accountant stands second to none in ability, in- 
tegrity and reputation, and the rivalry in many ways has been 
reduced to moderate and friendly competition. New firms are 
becoming widely known and the excellence of their work is 
demonstrated by the increase of their activity. The capable ac- 
countant nowadays is almost certain to succeed and that with- 
out any attempt to disparage the capabilities of his colleagues. 


The season is at hand, therefore, for cultivation of that long 
needed quality, esprit de corps. It is high time that men every- 
where in the accounting profession should put their shoulders to 
the wheel and help the profession up the hill. There are districts 
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in which the competition is conducted in a spirit of genuine friend- 
liness ; but these are few. For the most part there is more jeal- 
ousy than cooperation—more destructive criticism than construc- 
tive unity. 

The foundation of the various accounting bodies throughout 
the country and especially of the national organization, the Ameri- 
can Association of Public Accountants, was laid with the object 
of fostering the welfare of the profession through the creation of 
that esprit de corps whose lack had been so sadly felt. These 
organizations have done much and their efforts are producing 
greater results year by year; but that is not enough. 

In the American Association of Public Accountants there is a 
comparatively small percentage of active members—that is to 
say, members who display a live esprit de corps. There is an 
abundance of apathetic approval of the aims of the organization, 
but a meagre amount of true sympathy. 

There is no doubt whatever that the much wanted quality of 
professional pride and cooperation will grow as the years pass; 
but that is not enough. 

What the whole profession and the many organizations in it 
need is esprit de corps now. There is urgent necessity for whole- 
hearted effort on the part of every one worthy the name of ac- 
countant. To put the case on its least elevated plane—helping the 
profession helps the individual practitioner. But there should 
be and can be, if there be not already, a universal willingness, 
nay, an undeniable eagerness to help the profession because it is 
what it is—the life work, the chosen calling, the true pride of 
every man within its fellowship. 
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ConpucTED BY JOHN R. WitpMAN, M.C.S., C.P.A. 


PRroBLEM No. 6 (DEMONSTRATION ) 


The following is a trial balance of the general ledger of 
James Winston, June 30, 1912, before closing: 


Debits 


Land, buildings and equip- 

ment 
Machinery and tools 
Auto trucks 
Furniture and fixtures .... 
Material and supplies 12/ 

Goods in process 12/31/11. 
Finished goods 12/31/11... 
Cash 
Accounts receivable 


Notes receivable .......... 
Insurance premiums unex- 


Advertising unexpired 

James Winston, drawings. . 
F. H. Northrup, drawings. . 
T. E. Ames, drawings .... 
Gross purchases 
Sales returns 
Sales allowances 
Outward freight 
Trade discount on sales.... 
Labor 
Manufacturing supplies 
Superintendence 
Heat, light and power ..... 
Repairs to machinery 
Office salaries, factory .... 
Offices expenses, factory .. 


Miscellaneous factory ex- 
Salaries of salesmen ...... 


Traveling ‘expenses of sales- 

men 
Advertising 
Commissions to salesmen. . 
Salaries, New York office.. 
General expenses, New York 
Interest on bond and mort- 

gage payable 
Interest on notes payable.. 
Cash discount on sales.... 


1,207 
15,793 


4,211 
20,960 
5,355 
4,508 
3,742 


9,000 
3,000 
2,389 


Credits 


Bond and mortgage payable $ 300,000 


3,379 
Wages accrued ........... 348 
Accounts payable ......... 60,157 
50,000 
Interest accrued on bond 

and mortgage payable .. 9,000 
Interest accrued on notes 

Reserve for depreciation of 
buildings, equipment, etc.. 322,coo 
James Winston, capital 2,001,154 
F. H. Northrup, capital.... 150,000 
T. E. Ames, capital ....... 100,000 
532,846 
Purchase returns ......... 427 
Purchase allowances ...... 275 
Trade discount on purchases 5,682 
Income from_ securities 

Interest on bank balances.. 537 
Rent of factory sheds ..... 300 
Interest on notes receivable 222 
Cash discount on purchases 4,599 
Reserve for bad debts .. 1,270 
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$ 775,862 
281,427 
25,000 
12,000 
142,719 
86,941 
47,868 
41,073 
187,942 
40,000 
1,500,000 
782 
7,496 
10,000 
3,000 
3,000 
207,253 
3,176 
‘ 
4,903 
2,347 
160,760 
2,146 
3,000 
800 
427 
3,750 
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(Debits continued) (Credits continued) 
Rent, New York office..... 4,000 
3,1 
Provision for bad debts... 1,270 
Ded GH: $3,637,606 Tote $3,637,606 


On April Ist, 1912, Winston, by common consent withdrew 
the securities which hail been carried at $200,000 and on which 
there was accrued interest amounting to $2,500. On the same 
date Ames paid to Winston $20,000 on account of his invest- 
ment of $100,000. It was mutually agreed, that, beginning Janu- 
ary I, 1912, the firm should depreciate its property on the basis 
of cost and make the corresponding charges to operations at the 
end of each six months. The rates agreed upon were 5% on 
buildings, 8%' on building equipment, 10% on machinery and 
tools, 20% on auto trucks, 12% on furniture and fixtures. 

An analysis of the property accounts follows: 


Book Value 

Items Cost Depreciation Dec. 31, 1911 
Building equipment ............... 50,000 10,000 40,000 
Machinery and tools .............. 275,000 95,000 180,000 
25,000 10,000 15,000 
Furniture and fixtures ............ 12,000 2,000 10,000 
. $1,162,000 $322,000 $&40.000 


The land, based on assessed valuations and sales of neighbor- 
ing parcels during the latter part of the year 1911, was estimated 
as being worth $25.000 more than cost. 

It is to be remembered that according to the copartnership 
agreement, profits are to be divided, 50% to Winston, 30% 
to Northrup and 20% to Ames, and that interest at 6% is to 
be charged on the unpaid portion of the new partners’ investment 
accounts and credited to Winston. 

The inventories June 30, 1912, were as follows: Materials 
and supplies, $164,924, goods in process, $75,826, finished goods, 
$63,926. 

From the foregoing prepare: 

(a) General balance sheet—June 30, 1912. 
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(6) Statement of income and profit and loss for the six 
months ended June 30, 1912. 


SOLUTION To ProspLEM No. 6 


It will be seen from the text which follows the trial bal- 
ance that certain facts must be taken into consideration before 
the statements can be prepared. 

The withdrawal of securities with the accrued interest thereon 
has been taken care of in the books. The entry presumably 
consisted in charging Winston with $202,500 and crediting se- 
curities owned with $200,000, while income on securities owned 
was credited with $2,500. 

The payment by Ames to Winston of $20,000 reduced the 
indebtedness of the former to the latter and would affect the 
interest. On the basis of the deficits in investments, the inter- 
ests of the new partners, computed at 6% to June 30, 1912, 
would amount respectively to $3,750 and $2,000. These amounts 
would be the subject of an entry as follows: 


F. H. Northrup, drawing account ................. .- - -$3,750.00 
T. Ames, Grawinme account 2,000.00 
To J. Winston, drawing account .............. $5,750.00 


For interest on deficit in investments of 
Northrup and Ames as follows: 


$150,000 $100,000 
25,000 20,000 ? 


$125,000 $ 80,000 @ 14% = $1,200 
03 20,000 


$3750.00 60,.000@1%% = 800 


$2,000 


A situation such as exists with regard to the capital accounts 
in this copartnership might be a source of some annoyance to 
the bookkeeper in computing the interest by reason of the fact 
that he has no record of cash payments, such as are considered 
above, except that furnished to him by Winston or Ames. This 
annoyance might have been obviated so far as the bookkeeper is 
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concerned, if in making the entries at the time of the admission 
of the new partners, he had charged accounts for “capital sub- 
scribed,” somewhat after the manner in which subscribers to 
capital stock are charged for subscriptions, and credited the cap- 
ital investment accounts of the respective new partners. 

As cash was paid in the “capital subscribed” account would 
be credited and if the cash were subsequently paid to Winston, 
his account would of course be charged. Under such procedure 
the “capital subscribed” account would at all times show the 
amount due from the new partners, as well as payments with 
their dates, and in making up the balance sheet the accounts 
would be offset against the capital investment accounts thereby 
showing, with regard to the new partners, the exact amount of 
their respective investments. 

In the matter of property, it will be noted that the land had ap- 
preciated. Such appreciation might be treated in one of three ways: 
first, as an offset to the depreciation on building, etc., second, as a 
profit, and third, set up as a reserve. Of these ways, the first has 
no logical foundation, since the land is quite distinct from the 
buildings; the second is to be deplored for the reason that it 
anticipates profits ; the third is to be advocated, if any cognizance 
at all is to be taken of an increase in value, since if any advantage 
or gratification is to be derived from such a step it is equally 
true that no disadvantage is sustained. 

The depreciation is properly computed on the basis of cost. 
The rates given are for the year. For the six months under 
consideration the figures are as follows: 


50,000 47% 2,000 
275,000 5% 13,750 
Parniture and 12,000 6% 720 


Whether the asset shall be written down or a reserve created 
depends upon opinion. The latter method seems preferable since 
the desired result of reducing the value is accomplished without 
interfering with the asset account which should show the cost, 
plus or minus actual additions or deductions, of physical assets. 
The entry would therefore be: 
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Provision for depreciation of machinery and tools... .$13,750.00 
Provision for depreciation of buildings, equipment, etc. 22,720.00 
To reserve for depreciation of buildings and 
$36,470.00 


The statements required by the problem are as follows: 


JAMES WINSTON 


Statement of Income and Profit and Loss for the six (6) months ended 
June 30, 1912 


Income: 
From operations: 
$ 532,846 
Deductions from sales: 


Cost of goods sold: 
Manufacturing cost: 


Deductions from purchases: 
Trade discounts on purchases ................. 5,682 

$ 5,057 
Deduct increase in inventory—materials and sup- 

Cost of purchases consumed in manufacturing..... $ 178,664 
800 
Provision for depreciation—machinery and tools.. 13,750 
Miscellaneous factory expense ..............ece00. 1,207 

Total charges to manufacturing............ $ 365,490 


Add decrease in inventory of goods in process ‘11,115 
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Deduct increase in inventory finished goods.... 16,0 
Total cost of goods sold .. $ 360,556 
Selling expense : 
Salaries of salesmen cone $ 15,793 
Traveling expenses of salesmen ......... ooecespusees 4,211 
Commissions to salesmen 5.355 
Total selling expense ............... sane .-$ 46,319 
Administrative expenses: 
Salaries, New York office ................. sncqouesee $ 4,508 
General expense, New York office ........... 3,742 
Total administrative expense .................. $ 8340 
Net profit on sales—income from operation............ $ 106,264 
From sources other than operation: 
Income from securities owned 
Interest on notes receivable 222 
Cash discount on purchases ......... 4,599 
Total other income .......... 
Deductions from income: 
Interest on bond and mortgage payable....... Seniante $ 9,000 
Interest on notes payable ............... 3,000 
Cash discount on sales .......... 2,389 
Total deductions from income ...............-.+.-$ 24,052 
Net income from sources other than operation........... 16,794 
Total income from all sources—profit and loss ................$ 89,470 
Profit and loss charges: 
Provision for depreciation of plant and equipment..........$ 22,720 
Provision for bad debts ............... 1,270 
Total profit and loss charges ...........-.eceeeeeeeeeess$ 23,990 
Profit and loss for the period ........ PL 65,480 


Proprietorship beginning of period, as adjusted 9006000ceesecde ten 


Proprietorship—June 30, 1912—per schedule No. 1.............$2,390,634 


EXHIBIT “B” 
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JAMES WINSTON 


Schedule showing adjustment of partners’ accounts 


F. H. T.E. 

Total J.Winston Northrup Ames 

Proprietorship—Dec. 31, 1911...$2,543,654 $2,203,654 $150,000 $100,000 
Add profits, six months ended 

65,480 32,740 19,644 13,096 

$2,600,134 $2,326,304 $160,644 $113,006 

Deduct withdrawals ........... 218,500 212,500 3,000 3,000 

Adjustment of interest ................. 5,750 3,750 2,000 

Porprietorship—June 30, 1912...$2,390,634 $2,119,644 $162,804 $108,006 


EXHIBIT “B”—SCHEDULE NO. 1 


JAMES WINSTON 


General Balance Sheet—June 30, 1912 


Assets 


Liabilities and Capital 


Land, buildings and equip- 
ment 


Machinery and tools 
Auto trucks 
Furniture and fixtures ....$ 
Working and trading assets : 
Materials and supplies...$ 


Goods in process 
Finished goods 


Total working and trad- 
Current assets: 
Accounts receivable 
Notes receivable 


Bond and mortgage payable $ 300,000 


Current liabilities: 


Wages accrued ......... 348 
Accounts payable ....... 60,157 
Notes payable .......... 50,000 
Interest accrued on bond 

and mortgage payable. 9,000 
Interest accrued on notes 

3,000 


Total current liabilities $125,884 


Proprietorship : 
Reserves: 
Appreciation of land..$ 5,000 
Depreciation buildings, 
equipment, etc. 358,470 


A 
| 
| 
| 
281,427 
25,000 
12,000 
164,024 
= 
: $ 304,676 
$ 41,073 
187,942 
40,000 | 
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Total current assets...$ 260,015 


. . . . $1,500,000 
Deferred charges to ex- 
pense : 
Insurance premiums un- 
$ 782 


Advertising unexpired... 7,490 


Total deferred charges 
tO -$ 8,278 


$3,181,258 


Unrestricted : 
J. Winston ..$2,119,644 
F.H. Northrup 1€2,894 
T. E. Ames .. 108,096 


2,390,634 
Total proprietorship... .$2,755,374 


Total liabilities and capital $3,181,258 


EXHIBIT “A” 


No. 6-A (PRACTICE) 


The following is a trial balance of the general ledger of 
Frederick H. Rowan, June 30, 1912, before closing: 


Debits Credits 

$ 136,250 Purchase allowances ...... $ 251 
Commissions to salesmen. . 4,986 Reserve for depreciation of 
Land, buildings and equip- buildings and equipment. 274,175 

638,576 Interest accrued on bond 
2,117. Frederick H. Rowan, capital 733,133 
20,162 Cash discount on purchases 7,420 
Interest on notes payable.. 327. Bond and mortgage payable 300,000 
Provision for bad debts... 1,000 Purchase returns ......... 578 
Insurance unexpired ...... 428 Rent of factory sheds ..... 
Machinery and tools ...... 395,000 Taxes accrued ........... 3,874 
45,247 Interest accrued on notes 
Trade discount on sales.... 4,927 2,572 
Outward freight .......... 3,159 Accounts payable ......... 87,408 
Interest on b. & m. payable 7,500 Trade discount on _ pur- 
Factory expense ......... 9,276 7,427 
Manufacturing supplies.... 784 ‘Interest on bank balances.. 487 
Salaries of clerks—N. Y... 5,432 Wages accrued ........... 375 
Furniture and fixtures .... 17000 Notes payable ............ 65,000 
Finished goods—inventory Interest on notes receiv- 

Advertising unexpired .... 4,027 
Goods in process—inven- 

tory 12/38/21 88,847 
Gross purchases .......... 250,862 
Traveling expense—sales- 

General expense—N. Y.... 4,285 
Salaries of salesmen ...... 17,926 
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{Debits continued) (Credits continued) 


Materials and supplies, in- 


ventory 12/31/II ........ 139,087 
Notes receivable .......... 45,000 
Sales allowances .......... 2,544 
Office expense—N. Y. ..... 1,621 
Cash discount on sales..... 3,088 
Accounts receivable ....... 177,928 
Superintendence .......... 8,000 
Repairs to machinery .... 125 
Heat, light and power—fac- 

1,425 
Office salaries, factory..... 2,754 


The inventories June 30, 1912, were: materials and sup- 
plies, $145,782; goods in process, $64,927; finished goods, 
$68,928. 

As of January 1, 1912, Rowan took into partnership, J. T. 
Bergen, giving him an interest of $300,000. Bergen paid in as 
of January Ist, $200,000, which was immediately drawn out by 
Rowan. According to the agreement, the buildings, machinery 
and tools were to be depreciated at the rate of 10% per annum 
beginning with the date of the copartnership. The partners 
were to be credited with interest on their respective investments, 
or charged with interest on the deficiency at the rate of 6%. No 
adjustments for capital, depreciation, or interest have been made 
on the books: 

From the foregoing prepare: 

(a) General balance sheet—June 30, 1912. 

(b) Statement of income and profit and loss for the six 

months ended June 30, 1912. 


Legal Department 


Epitep sy CHARLES W. GerstTeNnserc, Pu.B., LL.B. 


The Legal Department of THE JOURNAL OF ACCOUNTANCY is prepared to ren- 
der a genuine service to its subscribers and readers, by undertaking to answer 
legal questions submitted to it. These questions, while they may be suggested 
by the problems that arise in the practice of our correspondents or by the more 
theoretical requirements of examination boards, should always be so stated as 
to call for single propositions of law. Whenever the Department receives a 
query the correct answer to which may vary with many possible but unstated 
circumstances the correspondents will be asked to give the details or advised 
to consult local counsel. Reasonably prompt replies by the Department will be 
made by personal communication or through the columns of THz JOURNAL. Ad- 
dress all communications to THE JOURNAL OF ACCOUNTANCY, Legal Department, 
198 Broadway, New York City. 


Tue oF A STOCKHOLDER Upon Aa SUBSCRIPTION AGREEMENT 


In the very recent case of Lotus N. Southworth, as trustee of the 
Remington Automobile and Motor Company, bankrupt, vs. Andrew D. 
Morgan before the court of appeals of New York, the plaintiff, the trus- 
tee of the bankrupt corporation, sought to recover from the defendant 
a sum unpaid, as the plaintiff alleged, upon a subscription by the de- 
fendant for two shares of the capital stock of the corporation. The 
bankrupt was organized under the laws of New Jersey with an author- 
ized capital stock of $250,000 divided into 2500 shares of the par value of 
$100 each. The defendant agreed to and did purchase two shares of the 
stock at $25 per share in pursuance of a resolution of the board of 
directors authorizing the sale of 200 shares at $25 per share, and upon 
the distinct understanding and agreement that these shares were non- 
assessable and no more would ever have to be paid on them. The court 
held that the liability of the stockholder in such a case must be determined 
by the laws of the state of its creation, which are assumed to be the 
same as the common law of this state, unless the laws of the foreign 
state are separately alleged and proven; and that, although an order in 
bankruptcy by a United States court directed an assessment of the shares 
of the defendant, the defendant might show by the existence of a con- 
tract that he was free from obligation to pay the assessment; and that 
the doctrine that the unpaid subscriptions are a part of the capital, and 
that the capital stock of a corporation is a trust fund for the benefit of 
its creditors does not apply to the present case. The trust fund doctrine 
is inapplicable and inoperative. The agreement between the defendant 
and the corporation expressed with completeness the obligation and 
liability of the defendant for his share. He has fulfilled the obligation and 
thereby destroyed his liability. 

Here the question is: Has the subscriber fully performed the sub- 
scription agreement as it in fact and in law exists? 

This case has been much commented upon by the press and apparently 
departs from accepted theories. It must be remembered that this case 
concerns the common law only and may be entirely inapplicable where a 
statute provides specifically that stockholders shall be liable for the dif- 
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ference between the paid up value and the par value of the stock they 
hold. In almost every state statutes have been enacted placing on stock- 
holders the burden of paying for their stock at par. If in this case for 
example the plaintiff's attorney had alleged in his complaint and proved 
at the trial section 21 of the general corporation act of New Jersey, a 
different decision would have resulted. So in New York, section 56 of 
the stock corporation law imposes an absolute liability on the stockholder 
to pay for his stock at par and ordinarily then, even in the state of New 
York, the Southworth vs. Morgan case would not apply. 


Contract oF Directors FOR SALARIES NOT ENFORCIBLE 


In case of Haas vs. Universal Phonograph & Record Co., recently 
decided by the appellate term of the New York supreme court, 132, N. Y. 
S., 767, the directors of the corporation voted themselves a monthly 
salary for services to be performed. The court held that the resolution, 
passed by the directors, created no enforcible contract with the corpora- 
tion and the directors could not recover either on the express or an 
implied contract. 

The decision is based on the well established doctrine that the directors 
hold a fiduciary relation with the corporation. The court cites with ap- 
proval the case of Jacobson vs. Brooklyn Lumber Co., 184 N. Y., 152, 
which reads in part as follows: ° 


“The relation of an officer of a corporation to it is fiduciary, and he 
must at all times act in good faith and unselfishly towards the corporation. 
The relation is such that an officer of a corporation cannot make an 
agreement with himself, acting on the one part individually and for his 
own benefit, and on the other part in his fiduciary capacity as an officer 
of the corporation.” 


The case at bar is distinguishable from the case of Bagley vs. Carthage, 
et al., 25 A. D., 475. In the latter case the president of the corporation had 
rendered services outside of the duties of his office. These services were 
performed under an understanding with the directors, not reduced to 
a vote, that the president was to receive compensation. The president 
did not make the implied contract with himself, but he represented him- 
self only, and the other directors represented the company. The cor- 
poration, having accepted the services of the officer rendered outside his 
duties, impliedly agreed to pay for them and was held liable. But in the 
present case the plaintiff sues upon an express contract made solely by 
officers who contracted for themselves. The services were apparently 
accepted by the corporation through the same officers. The court held 
there was no recovery either under an express or implied contract. 


Tue Fiction THeory oF CorporatioNs Discussep 


Among business men a corporation and its members are often re- 
garded as one and the same, no distinction being drawn between the 
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corporation as such and its stockholders. In the eyes of the law, how- 
ever, the corporation for most purposes is regarded as a legal entity, 
separate and distinct from its members. When this conception of a cor- 
poration would cause injustice, the court looks behind this separate entity 
and considers the members as the real party in interest. 

This matter is discussed in the recent case of Goss & Co. vs. Goss, 
New York supreme court, appellate division, 132 N. Y. S., 76. In this 
instance a former president of the corporation purchased an automobile, 
although not authorized to do so, and used the same for the corpora- 
tion’s business and at other times for his own pleasure. He shared the 
expense of maintaining the automobile with the corporation and there 
remained a balance due the corporation from the president upon the 
settling of the accounts in the transaction. Shares of stock equal in 
value to this amount were given to one Foster, who with the defendant 
owned practically all the stock, to equalize matters. They held that 
the corporation had ratified the transaction and could not recover this 
balance. In treating the matter of the legal entity of the corporation and 
the members themselves, the opinion of the court reads as follows: 


“It is suggested that the corporation itself was a separate entity, and 
therefore the rights of defendant and Foster ought not to be considered. 
Theoretically this may be true, but, when a court of equity is endeavor- 
ing to adjust the rights between the parties, it looks at the merits rather 
than at the form, and to that end it has been frequently held that it will 
disregard the fiction of a separate entity of a corporation where justice 
requires it should be done.’ (People v. North River Sugar Refining Co., 
121 N. Y., 582; Remington v. Caswell, 126 App. Div., 142.) 

“What was said in Remington v. Caswell, supra, is quite pertinent here. 
‘We have, therefore,’ says the court, ‘a suit in equity by the plaintiff, a 
corporation whose property is, in effect, all owned by Taylor, repudiating 
a transaction the benefits of which have already accrued to him and the 
nature of which he fully comprehended when he acquired the stock. 
There is no sanctity hedged about a corporation. If it resorts to a court 
of equity, it must appear that justice demands the relief which it seeks. 
The stockholders of a corporation may ratify and affirm the unauthor- 
ized acts of its directors and officers, and, when they do so, their adoption 
of these acts is effective to bind the corporation, unless they offend against 
the public or the rights of creditors are impaired.” 


Basis or LiceNseE Taxes Upon A ForeiGN CorporaTION 


In People ex rel., Elliott-Fisher Co. v. Sohmer, state comptroller, 132 
N. Y. S., 780, in reviewing the determination of the comptroller in 
assessing the foreign corporation having assets here as well as else- 
where, for the license tax pursuant to section 181 of the tax law for the 
privilege of doing business in this state, it was held by the appellate 
division of the Supreme court that this tax should be based upon the 
par value of the capital stock which is employed in business in the state 
and not upon the appraised value of such stock. 

The license tax exists by virtue of chapter 240 of the laws of 1895, 
wherein it is provided a license fee of one-eighth of 1 per centum shall 
be paid, “to be computed upon the basis of the amount of capital stock 
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employed by it within this state during the year preceding that date.” 
The tax was to be paid but once. This act was amended by chapter 474 
of the laws of 1906, section 181, as follows: 


“The measure of the amount of capital stock employed in this state 
shall be such a portion of the issued capital stock as the gross assets 
employed in any business within this state bear to the gross assets 
wherever employed in business.” 


Both the act and the amendment were passed at the suggestion of the 
comptroller to impose upon foreign corporations a tax similar to the 
organization tax required of domestic corporations and thus remove the 
former advantage the foreign corporation had over the domestic cor- 
porations of being free of the burden of such a tax. The court, ascertain- 
ing the purpose and intent with which the statute was passed, decided that 
the word “issued” before the words “capital stock,” clearly indicated that 
the stock referred to was the stock issued and not the money value 
representing the stock . 


Wisconsin Association of Public Accountants 


The Wisconsin Association of Public Accountants has elected the 
following officers: President, John H. Brown; vice-president, C. I. 
Smith; secretary and treasurer, Samuel S. Weil. 

The following directors have been elected for the ensuing year: 
Messrs. John H. Brown, Gladstone Cherry, Henry Schneider, C. I. Smith, 
and Samuel S. Weil. 

Messrs. William Sutherland, Milwaukee, Wisconsin, and L. G. Groebe, 
C.P.A., Oshkosh, Wisconsin, were elected to fellowship, and Mr. William 
Fricke, Wausau, Wisconsin, was elected an associate member. 
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“The Science of Accounts”—Author’s Reply to Critic 


Editor, The Journal of Accountancy: 
Dear Sir: 

In the March number of THE JourRNAL oF AccouNTANCY there appeared 
a review of my book The Science of Accounts, by Charles H. Preston of 
the University of Minnesota. While commending the book on some 
points, Mr. Preston’s review is, as a whole, a severe criticism of the 
book—a criticism which I do not believe a careful examination of the 
book from the practical standpoint will sustain or justify. 

Mr. Preston states that “Part I gives the reader an unfavorable im- 
pression of the work, beginning as it does with a quotation forming the 
entire first chapter and exhibiting no attempt at coherence or logical 
order in the arrangement of the material following. It consists of 
seventy-five pages of miscellaneous assortment of definitions loosely ar- 
ranged under various chapter headings.” 


In answer to this criticism I will state that the first chapter consists 
of five pages of logically arranged common-sense matter quoted from an 
address given by Allen Ripley Foote at the meeting of the American 
Association of Public Accountants in 1909. It is an especially appropriate 
introductory chapter to a work which attempts to present the principles 
and convey technical knowledge of the kind emphasized by Mr. Foote as 
being so vitally essential in modern accounting. Chapter II consists of 
brief definitions of bookkeeping principles. These definitions are arranged 
in as logical an order as their nature will permit, the arrangement attempt- 
ing to follow the logical development of bookkeeping principles. The defi- 
nitions are not detailed, not being intended for beginning students in book- 
keeping but for those preparing for examinations in the theory of accounts. 
The definitions given are correctly stated and Mr. Preston does not show 
wherein they are either incorrect or illogically arranged. If Mr. Preston 
thinks they are, I will ask him to submit original definitions, briefly 
stated, which are an improvement on mine, and to show an arrangement 
which would improve that of The Science of Accounts. 


As a basis of comparison I have outlined below very briefly the 
development of bookkeeping principles in logical order. As a technical 
term is introduced for the first time in this outline, I have inserted in 
parentheses a serial number. These numbers refer to corresponding 
paragraphs in chapter II of The Science of Accounts. Definitions in 
chapter II are arranged in the exact order in which the numbers occur 
in the following outline. If, then, the following explanation of the 
development of bookkeeping principles is arranged in logical order, the 
definitions in The Science of Accounts are also in logical order. I leave 
the decision of the matter to the reader. 
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DEVELOPMENT OF BOOKKEEPING PRINCIPLES 


The arithmetical effects which business transactions (1) have upon 
accounts (2) are classified and recorded in specially designed books, and 
this classifying and recording is known as bookkeeping (3), the object 
(4) of which is to show the true condition of certain accounts from day 
to day, the true condition of other accounts at least monthly, and the 
true condition of the remaining accounts as often as it is possible and 
practicable to ascertain the cost of goods on hand, and make the neces- 
sary adjusting entries (5). Since the object of bookkeeping is to show 
the effects of all business transactions, it follows that all business trans- 
actions must be recorded so as to exhibit their true effects upon the ac- 
counts, and this calls for a bookkeeping entry (6) for each transaction, 
as well as for the correction or adjustment of all accounts which may re- 
quire correcting from time to time, or at regular intervals. The true 
effects of all transactions can be exhibited only by recording those 
effects through the application of scientific principles. Without the ap- 
plication of scientific principles it is only possible to show partial effects 
of business transactions. Where business transactions have been recorded 
in terms of money, and without the application of scientific principles, 
we find as a result a memorandum record, or set of memorandum records, 
which is called a set of books, and the work of compiling those memo- 
randum records is called bookkeeping. In order to distinguish un- 
skilled work from work that requires a certain amount of skill and 
special knowledge of bookkeeping principles and procedure, and in order 
to distinguish the results of these two classes of work, it becomes neces- 
sary to employ distinguishing names for each, and custom has established 
for the former the term single entry (7), and for the latter double entry 
(8). It is impossible to define single entry bookkeeping as a method 
because in practice we find no two methods in exact accordance—either 
as to principles or procedure. We can, therefore, only define this an- 
tiquated class of bookkeeping work by exclusion; it may be any kind 
of so-called bookkeeping except double entry bookkeeping. It is seldom 
found in business. (The writer has seen single entry bookkeeping where 
only ledger accounts were kept with customers, no books of original en- 
try being kept whatever. Again he has seen a single entry set of books 
almost as complete and elaborate as would be required in a double 
entry set for the same business.) Naturally, single entry bookkeeping, 
since it may consist of almost any sort of method for recording part or 
all of the transactions of a business, may be made very simple (9); so 
simple in fact that one who has never studied bookkeeping might be 
able to continue the work by following precedent. The simplest double 
entry set of books (10) could not be properly conducted by one unless 
one possesses a knowledge of the principles of double entry, and some 
skill in bookkeeping procedure. There is a very brief rule (11) for 
classifying debits and credits in double entry bookkeeping which is the 
fundamental basis of classification. In order properly to apply this rule 
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one must be familiar with the accounts to be kept, and their func- 
tions, else the true effects of the business transactions will not be cor- 
rectly recorded. 

Chapter III includes definitions bearing upon the classification of 
accounts. It covers in particular the elements of net worth, and since 
capital stock is one of the elements of net worth in corporate account- 
ing, a treatise on capital stock is in order—to which Mr. Preston takes 
exception. Chapter 1V presents a detailed treatise on capital stock, and 
instead of being “a digression” as stated by Mr. Preston, is a logical con- 
tinuation of certain features introduced in Chapter III. 

In order to show the “lack of clearness” in the author’s definitions, 
Mr. Preston presents the following quotations: 


“Single entry bookkeeping: 

Single entry is the recording of business transactions without regard 
to scientific principles. The term is rightly applied to any method of 
recording business transactions, other than by the double entry. 


“Double entry bookkeeping: 


Scientitic bookkeeping, known as the double entry method, is the act 
of classifying and recording business transactions in chronological 
sequence, and in such a manner as to show the effect which all business 
transactions and necessary bookkeeping adjustments have upon the assets, 
liabilities, capital, surplus, and expenses of the business.” 


Mr. Preston further comments that the author “seems to have re- 
tained the idea, developed in a previous book, that double entry book- 
keeping and scientific bookkeeping are synonymous terms.” 

In answer to the foregoing criticism I can only say that my definitions 
were purposely made brief, and to the point, for the benefit of practi- 
tioners, and advanced students capable of comprehending and appreciat- 
ing definitions of the kind. Furthermore it is impossible to define single 
entry bookkeeping so that one can recognize any set of single entry 
books from the definition given. The completeness of single entry book- 
keeping is a matter of degree, and no one can define single entry book- 
keeping, except by elimination, because it is entirely a matter of personal 
opinion as to what accounts shall be kept, as to where they shall be 
kept, and as to how they shall be kept. Can Mr. Preston show wherein 
my definition is incorrect? 


I certainly have retained the idea, and developed it many years ago, 
that double entry bookkeeping and scientific bookkeeping are synonymous 
terms. Double entry bookkeeping is a science, and it is the only kind of 
bookkeeping which is a science. It is science that is quite as exact as 
arithmetic, and the entire foundation of accountancy is a science. 

Toward the latter part of Mr. Preston’s review he says:—“One fails 
to see why patent rights should be charged to manufacturing. It seems 
apparent that a patent is obtained solely for protecting the sale of the 
article to enable the seller to obtain a better price, and is therefore a 
proper charge to trading.” Apparently Mr. Preston means by “trading” 
selling expenses, and selling expenses are usually considered as being 
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those expenses incurred by the selling department in marketing com- 
modities. A patented article is not in shape to be marketed until it has 
been patented. Tne securing of the patent is a condition precedent, and 
the expense of securing the patent must precede its sale. What has the 
selling department to do with patenting a machine which is used to manu- 
facture a certain commodity; or with the expense of securing a patent 
on some product which the selling department markets? The cost of ac- 
quiring a patent, if it is to be written off over a period of years, increases 
the preparation cost of the product for the market. It may not be con- 
sidered as a production expense. Nevertheless, it is an expense which 
must be met out of the earnings, and it is either a proper charge to 
manufacturing, or else a proper charge to be shown on the profit and 
loss statement after arriving at net profits from operation. It has no 
more to do with selling expenses than the expense of preparing the 
drawings or patterns in connection with a new machine which is to be 
used for producing commodities. 

Finally, Mr. Preston states that he “regrets to confess disappointment 
in the fact that this book fails to measure up to the requirements.” It 
undoubtedly does fall short of the “perfect work,” but the author believes 
that it is a book which is of genuine benefit to practitioners and account- 
ing students with a practical turn of mind,—not a text book for beginners, 
but rather a reference book dealing with the theory of accounts from am 
advanced standpoint. 

Very truly yours, 
H. C. Bentrey. 


Professional Ethics (Employer and Employee) 


Editor, Journal of Accountancy: 

Sir: I have read with interest the articles from time to time dealing 
with professional ethics. The discussion so far seems to have been con- 
fined to the relations of practitioner and client, and practitioner and 
practitioner. 

There is another side, in my opinion, of equal importance to the pro- 
fession, namely, the relations of practitioner and clerk. I come in touch 
with a lot of accountant students and young men considering the ad- 
visability of taking up the profession, and I do not think that the value 
of the opinions and goodwill of this community to the profession is 
sufficiently appreciated. 

Only the other day a student told me of his experiences in the offices 
of one of the large American firms with branches in all the principal 
cities throughout the States. He had been in their employ over a year 
and in the two months previous to his discharge had worked overtime 
forty nights, and had not had a Sunday to himself for many weeks. He 
received nothing for all these extra hours for which his employers were 
able to charge their clients, and then when the firm had no further use 
for his services he was “fired” on a week’s notice. Imagine the feelings 
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of this young man towards a profession that boasts of its opportunities 
for young men. Here is a student who thought enough of the pro- 
fession to take a systematic course of studies. Is it surprising after 
such treatment that he has quit the profession and gone back to a com- 
mercial house? 

It is hard enough to get good material into the profession. When we 
find young men with the necessary ambition and perseverance let us not 
discourage them by placing them in the category of the mechanic or 
artisan, but rather make them realize by our actions that membership 
in the profession should place them in a higher category according to 
their education and training. 

I hope this letter may lead to a healthy discussion resulting in a 
benefit to the profession. 

Yours very truly, 
J. Prysg Goopwin. 

New York, April 30, 1912. 


When the Year Ends on Sunday 
Editor, The Journal of Accountancy: 


Dear Sir: 

I have followed with great interest Mr. Bentley’s articles on the 
Standardization of Accounting Forms and Methods. 

I observe the specimen balance sheets in the third article, in your 
May issue, are both dated December 30th, 1911, which I presume is because 
December 31st happened to be a Sunday. 

May I suggest, with all due respect, that for purposes of comparison 
December 31st, 1911, would be more correct? 

It follows, I think, that the charges for interest in the 1911 accounts 
are understated by one day, and that 1912 will be overdebited, and that 
the years 1910, 1911, and 1912 (eliminating for the moment February 29th) 
will be charged for 365, 364, and 366 days respectively, which hardly 
tends to uniformity. 

I should like to have Mr. Bentley’s views on the point, which I agree 
is but a trifling one, but one that ought to be more consistently followed 
in practice. 

Yours faithfully, 
Semper VIGILANS. 


Winnipeg, Canada. 
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New York State Society of Certified Public Accountants 


At the annual meeting of the New York State Society of Certified 
Public Accountants, held on May 13, the following were unanimously 
elected for the ensuing year: 

Officers: President, William F. Weiss; first vice-president, Edward L. 
Suffern; second vice-president, Francis R. Clair; treasurer, Howard 
B. Cook; and secretary, Samuel D. Patterson; 

Directors: Henry R. M. Cook, Perley Morse, H. C. Buncke, Fred H. 
Hurdman, Chas. E. W. Hellerson, Adolph S. Fedde, E. W. Sells, Wil- 
liam H. Dennis, Richard P. Tinsley, Edgar M. Barber, Charles Hecht 
and David E. Boyce. 

Nominating Committee: Duncan MaclInnes, (chairman), Harold B. 
Hart, Peter C. Wiegand, Howard B. Cook and W. S. Pangborn, (secre- 
tary). 

The secretary reported 324 names on the roll, including one honorary 
member. 


Certified Accountants of Massachusetts, Incorporated 


The Certified Public Accountants of Massachusetts at a 
meeting held on May 14 elected the following officers for the 
ensuing year: President, Waldron H. Rand; vice-president, N. 
W. Storer; secretary, Walter C. Wrye; and treasurer, Gerald 
Wyman. 

Frederick C. Tufts, C. P. A. was elected a fellow of the so- 
ciety. 


The Georgia School of Technology 


The Georgia School of Technology announces that it has arranged 
with Mr. Joel Hunter of Atlanta to deliver a series of lectures on 
accounting subjects during the session of 1912-13. 


This new departure sets a good example for schools to follow and 
indicates the gratifying progress which accounting education is making 
in various parts of the country. 

Mr. Hunter’s lectures will deal with the following subjects: “Banking 
and Finance,” “General Traders and Principles of Copartnership,” “Cot- 
ton Seed Oil Mills and Their Accounts,” “Cotton Mills and Their Ac- 
counts,” “Business Methods and Accounts for the Farm,” “General 
Manufacturing,” “Insurance,” “Miscellaneous Corporations,” “Industrial 
and Administrative Organization.” 
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Announcements 


John Gordon, C.P.A. (N. Y.), announces the removal of his offices 
to 1123 Broadway, New York. 


Frederick C. Manvel, C.P.A., has removed from 489 Fifth Avenue 
and has opened offices at 66 Broadway, New York. 


S. Wade Hunt, C.P.A., has removed and has opened offices in Suite 
951-057, 175 Jackson Boulevard, Chicago. 


Deloitte, Plender, Griffiths & Co. announce that they have opened 
offices at 69 West Washington Street, Chicago, Ill., where they are rep- 
resented by Mr. James P. McGregor as resident partner. Mr. McGregor 
was formerly partner in the firm of McGregor, Chase & Co., which has 
been dissolved by effluxion of time. 


The firm of W. F. Weiss of New York announces the consolidation, 
as of May 1, 1912, of its accounting practice with that of the firm of 
F. H. Macpherson & Company of Detroit under the firm name of Mac- 
pherson, Weiss & Company with offices at 170 Broadway, New York, and 
Union Trust Building, Detroit, Michigan. 


The council of the Society of Incorporated Accountants and Auditors 
(of Great Britain) has unanimously re-elected Mr. Arthur Edward 


Green, London, and Mr. Charles Hewetson Nelson, Liverpool, as presi- 
dent and vice-president respectively, for the ensuing year. 


The Michigan State Board of Accountancy expects to hold its next 
C. P. A. examinations on Friday and Saturday, June 28th and 2oth. 
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Ronald Accounting Series 


@ We take pleasure in announcing a series of practical works on ac- 
counting now in preparation and to be issued under the general title 
of the “RONALD ACCOUNTING SERIES.” This series will be 
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complete will correspond for this country to the well-known Account- 
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of business and the professions. 


@ In the preparation of this series every endeavor is being made to 
keep it fully up to the present high standard of the Ronald publica- 
tions. To this end each separate work will be prepared by a practicing 
accountant of character and standing, who has specialized in the par- 
ticular line in which he writes, or who has had special opportunity for 
familiarizing himself with its practice. i 
q ‘The books of the series will be uniform in page size, typography 
and binding. They will be well printed on good paper, be substanti- 
ally bound and of attractive appearance. As a whole, the series will 
constitute a working library for accountants that will have a practical 
value, a completeness, and a degree of specialization heretofore unap- 
proached in American accounting literature 
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Coaching for C. P. A. Examination 


4 secret of our great success in coaching C. P. A. candidates lies in the 


fact that Seymour Walton personally corrects and criticises your 

work. His experience as a Certified Public Accountant and as Professor 

of Theory and Practical Accounting in two of the principal universities in the 
Middle West especially fits him for this work. 

All but one of the successful candidates in two of the recent Illinois State Ex- 

aminations for the degree of Certified Public Accountant received their instruction 


under MR. SEYMOUR WALTON, the Dean of this School 


The one exception was already a Chartered Accountant. 

This is a record unsurpassed by any other school of accountancy, and proves 
conclusively that our courses are just what you need to successfully prepare your- 
self for the C. P. A. Examination. 

Send today for our booklet describing our advanced accounting and commer- 
cial law courses. It will show you the method of teaching which made it possible 
to produce such successful results. 


WALTON SCHOOL OF ACCOUNTANCY 


129 So. Michigan Blvd., Chicago, Ill. 


The Progress of Accountancy 


“| Like that of any other profession, it is measured by the breadth of usefullness of its members. 
Accountancy cannot reach its highest development if its members possess merely a narrow tech- 
nical knowledge. * The most hopeful sign of the present is the tendency on the part of 
accountants toward broader knowledge of all matters connected with business and finance. It is 
making for sound judgment and advice on their part. It is making them not the undertakers but 
the physicians of the business community. ‘ If it is your intention to become an accountant 
of this higher class, you will be interested in examining the courses offered by the 


New York University School of 


Commerce, Accounts and Finance 
AFTERNOON AND EVENING SESSIONS 


*| From the beginning of this School, twelve years ago, its constant aim has been to provide not 
merely the theoretical ani practical knowledge of accounting and law that is absolutely essential 
for the practitioner, but the broad general knowledge of finance, commerce, English and allied 
subjects that are requisite for the professional man. ‘| The demand for this sort of training is 
indicated concretely by the growth of the School’s enrollment to its present thirteen hundred 
students. ‘| That the practical ideal has not been satrificed is indicated by the fact that of the 
accounting department seven members are C. P. A.’sof the State of New York. Instruction in 
this field is given in eleven distinct courses. These include Principles of Accounting, Accounting 
Practice, Cost Accounts, Executors’ Accounts, Corporation Accounts, Theory of Accounts, Invest- 
ment Accounts, Auditing, Accounting Problems, Accounting Systems. "| The complete bulletin of 
the School gives a full description of each course, and detailed information about fees, entrance 
requirements and the like. The Secretary willjgladly send a copy to any address upon request. 


New York University School of Commerce, Accounts and Finance 
JOSEPH FRENCH JOHNSON, Dean Washington Squate East, New York City 
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OFFICERS 


Vice-Presidents: 


Minnesota Society of Public Accountants ..... ..Herbert M. Temple, St. Paul 
Missouri Society of Certified Public Accountants. . ..David L,. Grey, St. Louis 
Montana State Society of Public Accountants ...... J. C. Phillips, Butte 

New Jersey, Society of Certified Public Accountants 

New York State Society of Certified Public Account- 

Henry R. M. Cook, New York City 
Ohio Society of Certified Public Accountants, The..J. J. McKnight, Columbus 
Oregon State Society of Public Accountants ...... - William Whitfield, Portland 
Pennsylvania Institute of Certified Public Account- 

Rhode Island Society of Certified Public Accountants.George R. Lawton, Fall River 
Tennessee Society of Public Accountants........... W. A. Smith, Memphis 
Texas State Society of Public Accountants......... H. E. Gordon, Dallas 
Virginia Society of Public Accountants, Inc. ....... W. McK. Evans, Richmond 
Washington Society of Certified Public Accountants.E. G. Shorrock, Seattle 
\\isconsin Association of Public Accountants....... Henry Schneider, Milwaukee 

TRUSTEES 
W. Geniree ..... Illinois For Three 

AUDITORS 
Harold Benington .............. Illinois 

STANDING COMMITTEES 
EXECUTIVE 

The President, Chairman ........ New York Cat New York 
Pennsylvania T. Edward Ross ............. Pennsylvania 
New York  W. Sanders Davies ............ New Jersey 
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The American Association of Public Accountants 


List of Officers, Trustees and Committees 


Alabama State Association of Public Accountants...J. B. Simpson, Birmingham 
California State Society of Certified Public Account- 

Colorado Society of Certified Public Accountants. . .Fredk. W. Deidesheimer, Denver 
Connecticut Society of Certified Public Accountants. Frederick W. Child, Greenwich 


Georgia State Association of Public Accountants... ./ A. J. Haltiwanger, Atlanta 
Illinois Society of Certified Public Accountants.....J. Porter Joplin, Chicago 
Kentucky Association of Public Accountants ....... Ll, Comingor, Louisville 
Louisiana Certified Public Accountants, The Society 


Maryland Association of Certified Public Accountants. Ferdinand L. Brauns, Baltimore 
Massachusetts, Incorporated Public Accountants of..Charles H. Tuttle, Boston 
Michigan Association of Certified Public Accountants.Fred. T. Gies, Detroit 
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STANDING COMMITTEES.-Continued 


COMMITTEE ON MEMBERSHIP 


W. Sanders Davies, Chairman..New Jersey 
Frederick C. Manvel ........... Connecticut 


COMMITTEE ON BY-LAWS 


John Alexander Cooper, Chairman.. Illinois 


COMMITTEE ON ANNUAL MEETING 


Allen R. Smart, Chairman .......... Illinois 
Illinois 


COM MITTEE ON STATE LEGISLATION 


J. S. M. Goodloe, Chairman .......... Ohio 
C. F. McWhorter ...............New York 


SPECIAL COMMITTEES 


COMMITTEE ON STANDARD SCHEDULES FOR UNI- 
FORM REPORTS OF MUNICIPAL INDUSTRIES 
AND PUBLIC SERVICE CORPORATIONS 


Harvey S. Chase, Chairman. . Massachusetts 


Ferdinand L. Brauns ............ Maryland 


Write for booklet and terms. 


ROMEIKE’S 


Press Clippings 


are used nowadays by every up-to-date business man; they bring 
you in constant touch with all public and private wants and supply you 
with news bearing upon any line of business. 
We read for our subscribers all the important 
papers published injthe United States and abroad 
If you have never used Press Clippings drop us a postal and 
we will show you how they can be of advantage to you. 


ROME IKE, Inc., 106-110 Seventh Ave., New York, N. Y. 


COMMITTEE ON FEDERAL LEGISLATION 


R. H. Montgomery, Chairman. Pennsylvania 


COMMITTEE ON JOURNAL 


J. E. Sterrett, Chairman....... Pennsylvania 


John B. Niven New YouR 


COMMITTEE ON EDUCATION 


J. B. Geijsbeek, Chairman........ Colorado 
Herbert M. Temple ............. Minnesota 
Waldron H. Rand ........... Massachusetts 


COM MITTEE ON BUDGET 


John R. Loomis, Chairman ...... New York 

Amos D. Albee .............Massachusetts 

COMMITTEE ON ARBITRATION 

Arthur W. Teele, Chairman ..... New York 

Georgia 


COMMITTEE ON PROFESSIONAL ETHICS 


Charles O. Hall, Chairman ....... Maryland 
Washington 


COMMITTEE ON ACCOUNTING TERMINOLOGY 


William H. West, Chairman ..... New York 
David E. Boyce .................New York 
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A New Type of Selling Service 
Mail Campaigns That Work 


Our Booklet “Sales from the Mails” Tells the Story 


Send for Your Free Copy 


Last Summer, an importer of dress 
goods asked us if our organization could 
plan a campaign to sell broadcloths to 
department stores by mail, We studied 
his proposition and found the way. With- 
in thirty days over three hundred accounts 
were opened with leading stores through- 
out the country—at a profit. (Name on 
request.) 


A little later we undertook to boost the 
sales of a machinery manufacturer by 
mail. To-day this man is securing 16%, 
replies from the literature prepared by us. 
(Name on request.) 


Last July a firm of Efficiency Engineers 
employed us to plan a campaign that 
would open New York City to them— 
this concern is getting 17% replies from 
executives of large corporations. (Name 
on request.) 


A Correspondence School, after having 
their follow-up plan revised by us, say, 
“You have placed our business above 
the ruck of competition.” (Name on re- 
quest.) 


Last week a prominent retailer ‘phoned 
and said, “That sales plan of yours is 
simply fine, and the letters are certainly 
doing the work—while I have only mailed 
the third one to-day, my net profits from 
the first two are already three times the 
cost of he entire campaign—your service, 
postage and everything included.” This 
man’s customers stick year after year, so 
you can’t figure his total profits, this year 
or next. (Name on request.) 


An office specialty concern tells us that 
they are getting 20% replies to our “in- 
quiry getters” and the resulting sales are 
“‘way beyond our expectations.” (Name 
on request.) 


These are only a few cases of what this new type of selling serv- 
ice is accomplishing. ‘Sales From the Mails,’’ quotes many 
more. Just drop usa line, so we can send along your copy. 


W. B. RUTHRAUFF 


RUTHRAUFF & RYAN 


Selling Plans and Literature 
120 EAST 28th STREET~ - 


NEW YORK 


F. B. RYAN 
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SILK MILL COSTS 


By CLARENCE M. DAY, C. P. A. ‘ 


THE FIRST BOOK AND THE ONLY BOOK in this important field. 

SILK MILL COSTS is a practical working manual, giving in detail the cost systems 
in actual successful use in the largest silk mills in the United States,—information that is 
seldom published, and difficult to obtain at any price. And the book is written by the 
practical cost specialist who installed the systems described. 

Although the volume is a small one, the subject is covered with great thoroughness and 
detail, as is shown in the following table of contents : 

| Ch spter .—OUTLINE OF SYSTEM, Closing Periods, Synopsis, Requirements, Beginning Procedure. 

Chapter II.—WARP RECORD. 


| 
Chepter IIL. --COMPUTING THE COST OF WARPS, Value of Warp Used, Summary of Warps on Hand, . 
| Summary of Wa~ps for Quarter, Summary of Warps Used, Illustration of Warp Record 


Chapter IV.--COST PER YARD, Price to Sell, How to Estimate the Cost of Production. 

Chapter V.—PAY ROLL, Summary of, Winding and Pulling, Warping, Twisting, Weaving, Picking. 

Chapter VI.—INVENTORIES, Raw Material, Goods on the Looms, Finishing Departments, Summary. 

Chapter VIL.—Finished Goods, Purchase Journal, General Ledger, Statement Made from Ledger, Weight on 
General Ledger, Final Summary, Raw Silk, Yarn, Raw Silk at Throwsters, Silk at Dyers, Stock Cards, Silk Used 
for Warp, Warp Blanket, Loom Book, Cut Ticket. Operatives’ Pay Book, Verifying Piece Work, Average the 
Labor Costs, Jacquard Looms, Piece Dyeing. 
| Chapter VIII.—PROVING THE RESULTS. 

Chapter IX. THROWING MILL—Statistical Record, Production, Fractional Pay Rolls, Raw Silk, Power, 
Distribution of Power Expense, Light, Rent, Distribution of Rent Expenses, Mill Expenses and Supplies, Depreciation. 


| 1912 80 pp. 5x71-2 Cloth. $2.50 postpaid. 
The Ronald Press Company, 19s BRoapway New York 


| Special Offer of Volume IX 


Volumes VIII and X are again selling for the regular price of $2.50. The surplus 
stock.of Volumes VIII and X has been sold and these volumes now cannot be bought 
| for less than $2.50 apivce. We have, however, a few extra copies of Volume IX in the 


bound form and we will sell these while they last at $1.50 a copy, postpaid. 
The following are a few of the articles of special value appearing in this volume: 

The Electric Railway Auditor, His Duties and Relation to the Organization. W. B. Brockway 
The Continuity of Interest. Chas. E. Sprague 
The Advantage of Mathematical Training to an Accountant Leroy L. Perrine 

Depreciation and Reserve Accounts. H. D. Grant 

Cc. P. A. Examinations and How to Pass Them. Wm. A. Chase 

Where the Layman Can Find the Law. Charles W. Gerstenberg 

The Honesty of Wall St. E.S. Suffern 

Progress of the Accountancy Profession. J.E. Sterrett 

Controlling Accounts. Waiter A. Staub 

State Administrative Supervision Over Local Accounting. Roy Smith. 

Depreciation, Renewal and Replacement of Accounts. Herbert G. Stockwell 


Depreciation. H. W. Wilmot 
Verification and Treatment of Inventories in Audits and Examinations of Manufacturing 


and Trading Concerns. W. R. Mackenzie 
Statistical Basis of Budget Making. Herman A. Metz 


Cost Accounting. E. W. Sells 
Mathematics of Cumulative Voting. Chas. W. Getstenberg 


Do not delay in ordering. Our surplus stock is small and the price wil! advance as soon as this 


excess has been sold. 


The Ronald Press Co, Book Dept. city 
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Just alittle 


every day 
makes the 
onare 


No Three Clock Fatigue 


T seems shorter to the oper- 

ator and so actually is shorter, 
for the light, quick, easy touch 
of the Monarch machine makes 
each day seem shorter than it 
can possibly seem with any 
other typewriter. The old 
three o’clock fatigue is forgot- 
ten and the day is finished with 
more work done, easier than 
ever. That means efficiency 
and more profit for the business. 
Write us and we will write you. 


Retter yet, let our nearest 
reprgsentative show you the 
Monarch. If he isn’t near 
enough and you know of a 
good jalesman, send us his 
name and address. 

THE MQNARCH 
OMPA 
Offices: 
Monarch Type- 
writer Building, 
yoo Broadway, 
New York. 
Canadian 
Offices: 


Toronto, 
Montreal, 


Branches and 
dealers in all countries. 


DEPRECIATION 
WASTING ASSETS 


AND THEIR TREATMENT IN ASSESS- 
ING ANNUAL PROFIT AND LOSS 


By P. F. LEAKE, F.C.A. 


HERE is no other phase of account- 
a8 ing so important as Depreciation 
upon which so little has been written. 
There is no other writer on accounting 
subjects better qualified to deal with Depre- 
ciation than is Mr. Leake. The present 
practical and helpful discussion of the sub- 
ject by Mr. Leake will therefore be welcomed 
by accountants. 

The author treats depreciation from the 
English standpoint, but his principles and 
applications are, of course, as directly in 
point in this country as in England. 

The very practical nature of the book and 
its scope are shown by the following partial 
table of contents: 


Ch. I. Depreciation. 
II. Wasting Assets. 
Ill. Fixed and Floating Capital. 
IV. Economic Cost. 
Vv. The Interest Question. 
VI. Industrial Plant. Measurement of 


Depreciation. 

VII. Industrial Plant. Record of De- 
preciation. 

VIII. Natural Raw Material and Recur- 
ring Crops. 


IX. Purchased Terminable Annuities. 
X. Purchased Terminable Concessions. 
Leaseholds. 
XI. Copyrights. Patent Rights. Good- 
will. Trade Marks. 
XII. Wasting Assets and an Income Tax 
on Annual Income. 


196 pages. 54x84 in. Cloth. 1912 
Prepaid Price, $3.50 


Send for Descriptive Circular 


The Ronald Press Company 
198 Broadway, New York 
Selling Agents for United States and Canada 
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Accountancy, as a profession, is new and its educational facilities limited. There is 
need for authoritative endorsement—more for your protection than for the good of 
any school. Therefore, the following letter from an examiner of broad experience 
is published. 


“PWHE Pace course of Accounting and 

Law compels my enthusiasm the 
more I see of it. The course does not 
scatter over a wide range of econemics, 
but is designed as a professional course in 
accountancy and business. The great work 
done has been to develop a constant, log- 
ical and scientific program of accountancy 
instruction, The course in theory is com- 
plete from the most elementary to the most 
advanced principles in accounting, The 
-law course has been co-ordinated with the 
accounting course. The theoretical pre- ; 
sentation of the principles of double entry a 
bookkeeping in the first ten lectures | be- 
lieve to be unequaled in any other text- 
book or course.” 


The above frank expression of approval from a prominent accountant and C. P. A. 
examiner is sufficient evidence of the professional worth of the Pace course in Ac- 
countancy. The name of the accountant will be furnished upon application. The 
letter is not exceptional—many others of like tenor and from other examiners are 
on file. The course furnishes the best possible technical training for Business. 
The standardized course is available in fourteen resident schools, and by extension 
to those who cannot attend resident classes. Catalogue will be furnished upon 
request. 


PACE & PACE, 50 Church Street, New York, N. Y. 


om 
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